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PUTTING OUR HOUSE IN ORDER 


ROM many sources come admoni- 

tions that what this country most 

needs is to put its own house in 
order. Presumably, these warnings im- 
ply that our first concern is with our 
domestic problems rather than with 
those of other lands. Without entering 
this debatable arena, it may be said that 
the task of putting our own house in 
order is plainly one big enough to call 
for the use of all our wits and energies. 
For it must be clear that the situation 
of affairs in the United States is, in 
many respects, highly artificial. Wages 
in industry forced up by legislation, re- 
sulting in increased costs, reduction in 
total payrolls, fostering unemployment 
and making it less easy for farmers to 
buy the things they need; farm produc- 
tion controlled and the prices of farm 
products affected by devious devices, in- 
creasing living costs to consumers and 
seriously hindering the export of farm 
products; banks propped up by a de- 
posit insurance corporation; the free 
conduct of industry restricted by legis- 
lation bound to defeat the object 
sought; a policy of “lending to spend” 
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that has not only lamentably failed but 
has raised the public debt to astrono- 
mical proportions and created a budg- 
etary situation beyond control; a lower- 
ing of interest rates to an extent that 
deprives invested savings of a fair re- 
turn, while enabling a _ spendthrift 
Treasury to borrow at a nominal rate; 
an approach to a situation where profit 
in business is considered as immoral, 
even if all successful business must not 
be classed as a form of piracy. 

Lest these observations should be 
classed with the Lamentations of Jere- 
miah, their further extension comes to 
an end without exhausting the list. 

However much people may differ as 
to their politics or about the philosophy 
of the New Deal, if they are capable 
of even momentary periods of clear 
thinking, they cannot fail to see that 
conditions in this country, in the in- 
stances cited, and in others that might 
be mentioned, are highly artificial. Not 
only are they so; they are decidedly 
unhealthful. And a complacent accept- 
ance of them bodes no good to the 
future prosperity of the United States 
or to the stability of its institutions. 

And the responsibility for our situa- 
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tion is not properly chargeable to what 
we call “government,” but it rests 
squarely upon the shoulders of the 
American people themselves. They 
have succumbed to quack nostrums that 
should not have deceived children, 
much less the plain and clear-headed 
men and women who comprise the elec- 
torate. 

The remedy will not be found in a 
change of parties at Washington, but in 
the recovery of a little of the sense of 
the equinine variety hitherto the out- 
standing characteristic of the American 
people. 

Until this takes place, the putting of 
our own house in order is a dream in- 
capable of realization. 
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COMPTROLLER OF THE CUR- 
RENCY’S REPORT 


HE somewhat belated text of the 
Annual Report of the Comptroller of 
the Currency for the year ended Octo- 
ber 31 is of special interest for the out- 
line sketch it contains of a history of 
the National Banking System—a history 


with which the younger bankers of the 
country should familiarize themselves. 

Since a thorough investigation of our 
banking laws and the need for changes 
in them is now under way by a Senate 
committee, the Comptroller makes no 
recommendations for legislation in his 
report, but he observes that “the future 
development of our banking system 
should be carefully planned, rather than 
permitted to evolve haphazardly.” Per- 
haps, as an outcome of the Senate’s in- 
vestigation, when and if it should be 
made, such a plan may emerge. 

Comptroller Delano in his report 
quotes from previous reports statements 
made by former Comptrollers McCul- 
loch, Knox and Hepburn. What these 
officials said long ago will be found 
pertinent to the bank management of 
today. 

There are some high points in the 
latest report of the Comptro!ler worthy 
of record, and the growth of branch 
banking is one of them. At the date 
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of the passage of the McFadden Act, 
February 25, 1927, there were 118 na- 
tional banks operating 372 branches, as 
compared with 192 banks with 1,594 
branches as of the close of business 
October 31, 1939. 

Gross earnings of national banks, in 
the year ending June 30, 1939, were 
$839,000,000, or $11,000,000 less than 
for the preceding year. Expenses were 
$9,000,000 less than for the previous 
year, amounting to $577,000,000. Losses 
on loans for the year ending June 30, 
1939, were $85,000,000 and on bonds, 
stocks and other securities, $116,000,- 
000. Losses and depreciation of $249,- 
000,000 were $31,000,000 more than 
for the preceding year. But net addi- 
tions to profits were $17,000,000 more 
than for the previous year, and repre- 
sented 6.75 per cent of capital funds. 

As of June 30, 1939, there were 1,534 
national banks operating trust depart- 
ments, administering 136,451 individual 
trusts, with assets of $9,283,907,276. 
There were 790 of these banks admin- 
istering 16,750 corporate trusts and act- 
ing as trustees for note and bond issues 
amounting to $9,768,726,724. Gross 
earnings from fiduciary activities aggre- 
gated $31,685,000 for the fiscal year 
ending June 30, 1939, as against $33,- 
447,000 in 1938. 


© 


MOUNTING BANK TAXATION 


AT banks are feeling the weight of 
growing taxation is shown by the re- 
cent annual report of the Valley Na- 
tional Bank of Phoenix, Arizona. Presi- 
dent Walter R. Bimson, in reporting to 
the bank’s shareholders, stated local 
taxes for 1939 were $115,032.78, com- 
pared with $94,089.70 in 1938. And 
that for every dollar paid in dividends 
during 1939, the bank paid state, county 
and city government taxes of ninety-five 
cents. While earnings have remained 
fairly constant during the past four 
years, taxes have increased over two 
and one-half times. Local taxes paid 
by the bank in 1939 were $115,032.78. 
compared with $44,311.34 in 1936. 
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If to the foregoing figures should be 
added the sums paid in Federal taxa- 
tion, the shareholders would probably 
be getting less than the sums paid to 
the various taxing authorities. 

To the extent that this applies to 
other forms of business besides bank- 
ing, it will afford an explanation of 
why capital is reluctant to enter into 
new enterprises. 

This heavy imposition of taxation by 
government not only restricts enterprise, 
but it renders the laying aside of ade- 
quate reserve funds much more difficult. 

To establish new plants or to add to 
existing ones, with the attendant risks, 
is not very attractive if government is 
to share equally with the investor. 


© 


THE SURVIVAL OF BANKING 


OW and then a banker who is con- 

cerned about the invasion of the 
banking field by the Government ex- 
presses the fear that this may finally 
lead to the complete disappearance of 
banking as it exists today. This fear 
is not entirely unreasonable in view of 
what has already happened. In a re- 
cent address, Wendell L. Willkie, presi- 
dent of the Commonwealth and South- 
ern Corporation, pointed out that there 
are thirty-one governmental agencies 
which can lend money, and that “not 
even a totalitarian state has more finan- 
cial powers than those exercised by the 
present Administration.” 

Rather curiously, the funds for carry- 
ing on this competition with the banks 
are largely supplied by the banks them- 
selves, although the borrower has been 
for years piling up debt at a terrific 
rate, and has shown inability to balance 
its budget. Further, the borrower, to 
meet its practically unlimited needs, has 
forced down interest rates to an almost 
nominal figure. It would seem to be 
a reversal of the customary process of 
banking, where the bank made the de- 
cision as to the granting of credit, and 
to have reached a state where the banks 
are making forced loans. 

But, with all the governmental inva- 
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sion of the banking field, and the con- 
tributions which the banks are making, 
under pressure, in aid of this develop- 
ment, it is not at all probable that we 
are soon to witness the transfer of the 
banking function in its entirety to 
Washingon. In fact, what has already 
taken place in this direction may result 
in a lessened demand for its further 
extension. Borrowers from government 
are disposed to regard loans from this 
source as carrying with them greater 
latitude in repayment than attaches to 
loans from banks or other sources. It 
is said that many of those who have 
borrowed from a governmental agency 
to buy or build a home display both 
surprise and indignation when asked to 
repay either interest or principal, and 
as a matter of fact many of these loans 
are being foreclosed. The liberality in 
granting the loans and the somewhat 
rigid insistence that they be paid, will 
hardly render governmental banking 
popular. 

Those who fear the decline of bank- 
ing will find encouragement in the fol- 
lowing, taken from Poor’s Industry and 
Taking a long- 


Investment Surveys. 
range outlook on banks and finance 
companies, it says: 


Despite the widespread changes wit- 
nessed in the commercial banking field dur- 
ing the past decade and the reduced im- 
portance of commercial loans in financing 
industry, the future position of commer- 
cial banking in the nation’s business struc- 
ture is assured by the essential nature of 
the services performed. The functions of 
commercial banks are not outmoded, and 
the processes of growth and adaptation to 
the changed requirements of the public, of 
business, and of government persist. Com- 
mercial banks will continue to perform 
their traditional functions and, in addition, 
will render the new services and operations 
with increased efficiency and economy. 


Since this view rests upon a wide 
survey of the banking field, both in the 
past and the present, it may be ac- 
cepted as authoritative. 

Although in recent years various gov- 
ernmental agencies have come to exer- 
cise banking functions, the large vol- 
ume of loans and investments by the 
commercial banks may be taken as a 
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sound indication that these institutions 
are performing a valuable and indis- 
pensable public service, and that they 
will continue to do so. 


© 
DEPOSIT INSURANCE TO DATE 


ITH the installation of bank deposit 

insurance in 1934, the rate of bank- 
ing mortality in the United States 
underwent a rapid decline. But this 
was not entirely due to deposit insur- 
ance. In several preceding years so 
many of the banks had failed that the 
weaker banks were pretty well weeded 
out, and as a consequence there was a 
natural decline in the annual rate of 
banking mortality. But it is quite likely 
that without deposit insurance the num- 
ber of bank failures since 1934 would 
have been much greater than has been 
the case. 

Since the institution of deposit insur- 
ance, disbursements for the protection 
of depositors of insolvent or hazardous 
banks have amounted to more than 
$148,600,000, of which it is estimated 
that about $112,000,000, or 76 per cent 
will be recovered. If a loss of some 
$36,600,000 has not only reimbursed, to 
a large extent depositors of failed 
banks, but has prevented a substantial 
number of bank failures, as is probably 
the case, the price paid for the benefits 
gained would seem to be of little con- 
cern. 

In the Annual Report of the Federal 
Deposit Insurance Corporation, as of 
December 31, 1939, it is stated that 
during 1939 the Corporation disbursed 
$72,000.000 to protect depositors. Since 
the total amount paid out for the six 
years (January 1, 1934, to December 
31, 1939) was only $148,600,000, the 
payment of substantially half this sum 
in the single year 1939 would seem, at 
first sight, to indicate a specially un- 
favorable banking situation last year. 
This was not the case. This large sum 
was due to the fact that material 
progress was made last year in clear- 
ing out a lot of deadwood in the bank- 
ing system, some of it having been car- 
ried over since the banking holiday of 
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1933. With this large outlay of last 
year, it is felt that the program of re- 
habilitation of known problem banks 
nears completion. 

It is encouraging to learn from the 
report of the Corporation that almost 
complete agreement has been reached 
by supervisory authorities on the desir- 
ability of chartering only banks for 
which there appear substantial justifica- 
tion and reasonable prospect for profit- 
able operation. The lack of observance 
of this principle was one of the causes 
of the large number of bank failures in 
former years. 

Chairman Leo T. Crowley points out 
that it is only by preventing an accumu- 
lation of fictitious values that would en- 
danger the Corporation’s resources that 
this agency or the banks that support 
it hope to assure the solvent and suc- 
cessful operation of Federal deposit in- 
surance. “With bankers,” he says. 
“lies responsibility for operation of 
their institutions and management of 
their assets in such a way that deteriora- 
tion of banks into the problem class 
can be kept at a minimum.” 

Bank deposit insurance would seem 
to represent an instance in which in- 
dividualism has been supplanted by col- 
lectivism. Perhaps this development is 
an added illustration of the weakness 
of separate sticks and their unbreakable 
strength when joined together. 
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In so far as country banks are justified 
in assuming long risks, they had better 
take them on local borrowers, over 
whose affairs they can exert some con- 
trol, rather than on distant corporations 
which are independent of the country 
bank that holds their long-term obliga- 
tions. Moreover, despite the great in- 
crease in lending facilities that has oc- 
curred in recent years, many borrowers 
depend primarily on their local banks 
for credit, and it surely is a matter of 
first importance that country banks re- 
main continuously in position to meet 
the needs of these local parties.—C. S. 
Young, Vice-President, Federal Reserve 
Bank of Chicago. 
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We ENJOY direct 
connections with 174 of the first 
300 banks in the United States; 
with 78 of the first 100. 


This is significant evidence of 
the type of strong, well-man- 
aged banks, large and small, 
for which and through which 
our facilities for service are 


made available. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits . 
$42,000,000 | 


Member of Federal Deposit Insurance Corporation — 
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Meeting the 


Low Earnings Problem 


HERE is no secret to the problem 

of low earnings. In my opinion, 
banks troubled by this problem 
simply are not receiving adequate com- 
pensation for all of the services being 
rendered to their customers. The com- 
mercial bank services to which I refer 
are the loaning of money, transferring 
of funds, safety deposit box accommo- 
dations, checking account facilities, 
issuing bank drafts, making change, 
preparation of payrolls, and so forth. 
Most banks began about ten or fifteen 
years ago to impose service charges on 
all or some of the services rendered. 
The question today, therefore, is not 
“are you imposing service charges?” 
but rather “are the charges adequate to 
cover the cost plus a reasonable profit?” 
I could spend some time telling what 

I think should be done—which system 
of analysis is the best, the simplest, and 
the most easily explained and defended 
in the presence of the customer—but 


“If a bank is adequately paid 
for its services, there may be a 
problem of low activity, but not 
one of low earnings. We should 
operate the way the filling sta- 
tion does—give away free air 
and water, but make an ade- 
quate charge for. everything 
else,’’? suggests Mr. Rempfer in 
the accompanying portion of 
his recent address at the ABA 
Regional Conference in Denver, 
Colorado. 


By Wn. C. REMPFER 


President, South Dakota Bankers Association 
and Cashier, First National Bank, 
Parkston, South Dakota 


you have heard and read so much about 
this phase of the problem that I would 
probably only tire you and _ perhaps 
contribute nothing new. 

I do want to stress the fact, however 
that no service charge can be justifiec 
Without first conducting an analysis of 
our bank costs. Instead of doing this 
we bankers are often inclined to adopt 
this or that figure which has_ been 
handed to us by someone else. 

In attempting to develop a simple 
approach to the problem of low earn- 
ings, I would like to present a few con. 
crete examples which have come to my 
attention. I would like to compare the 
past and present figures for my bank. 
and to compare them with those from 
other banks and attempt to show you. 
by actual figures, the results obtained in 
our case by following the advice of the 
American Bankers Association and 
recognized statisticians. Concrete ex- 
amples are always more effective than 
didactic generalities and in submitting 
these figures for your consideration | 
will be illustrating a point and a prin- 
ciple, perhaps at the expense of 
modesty. 


Individual Bank Comparison 


We began imposing service charges 
on checking accounts in our bank at 
Parkston, South Dakota, on January 1. 
1925. The average activity during the 
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year 1924, the last year we gave free 
services to everybody, was one check 
per day for each $630 of demand de- 
posits. In 1939, fifteen years later, it 
was one check for each $1,940 of de- 
mand deposits. The average size of a 
check in 1924 was $16.76 and in 1939 
it was $51.61! In 1924 our deposits 
and investments per employe were 
$141.600—in 1939, $322,000. The net 
earnings from service charges per em- 
ploye were $70 in 1924 and $1,666 in 
1939. Our operating results for these 
two years are given in the first part of 
Figure I, while the average figures for 
the past twenty years, grouped in five- 
year periods, are given in the last part 
of the figure. 

Judged from the standpoint of de- 
posits and investments, Figure I shows 
that the activity and the relative num- 
ber of our employes were reduced ap- 


proximately two-thirds during the fifteen 
years since we inaugurated a system of 
service charges. The net earnings from 
service charges have shown a steady in- 
crease from year to year. 

We operate in a town of 1,500 and 
had a competitor up until the last five 
months of 1939. Our competitor did 
not impose service charges. 

Of course you will say that prac- 
tically all banks now impose service 
charges and that there must be some 
special reason for this decided drop in 
activity and increase in income. There 
is! Instead of merely imposing service 
charges we have adopted a policy of im- 
posing adequate charges, and by that 
I do not mean excessive charges, as I 
shall show later. 

As I said before, the second part of 
Figure I shows our experience over the 
past twenty years, grouped in five-year 


Ficure I 


COMPARATIVE ACTIVITY OF 
FIRST NATIONAL BANK, PARKSTON, S. D. 


1924 with 1939—and—1920 to 1939 


Number of 
Checks per 
$100 of 
Demand 
Deposits 


Deposits and 
per Employe 
Investments 


$141,600 AT 


322,000 15 


NET Earn- 
ings per 
Employe 

from Service 
Charges 


Average 
Size of 
Checking 
Account 


Average 
Size of 
Check 


$16.76 $208 $70 


51.61 650 


Average Net 


Five 
Year 
Averages 


Average 
Other 
Earnings 


Average 
Other 
Expenses 


1920-24 $2,688 $2,726 


1925-29 4,494 2,860 


1930-34 3,312 1,357 


1935-39 4,430 1,821 
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Earnings 


from Service 
Charges) 


Other 
Average 
Deposits and 
Investments 
per Employe 


(Chiefly Per Cent 
on Capital 


Stock 


$—38 (loss) $149,200 


1,634 212,600 
1,955 216,500 


322,000 


2,609 


1940 , 





Ficure II 


RECORD PER EMPLOYE FOR 1938 


South Dakota and U. S. Banks, Covering Deposits, Investments, 
Earnings and Disbursements 


All S. D. 
Banks 


Deposits per employe 

Investments per employe 

Total deposits and investments per 
employe 


All U.S. 
Banks 


$196,040 
155,560 


Parkston 
$180,500 
158,800 


351,600 339,300 





RECEIPTS: 

. Total interest received per employe 
from loans and investments 

. Other earnings per employe (chiefly 
from service charges) 
Total gross income per employe .. 


DISBURSEMENTS: 


. Salaries per employe 

. Interest paid per employe 

. Taxes per employe 

. Other expenses per employe (chiefly 
from other services in bank) 
Total actual disbursements per em- 
ploye 


3,966 
2,580* 


414 389 


1,233 1,284 


4,484 8,219 


“Includes $940 premiums and accrued interest per employe, paid during the 
year on bonds purchased. 


averages. During the first five-year 
period, 1920 to 1924 inclusive, no serv- 
ice charges were imposed on checking 
accounts. The average net other earn- 
ings, resulting from all operations other 
than loans and investments, less other 
expense, showed an actual average loss 
for the period. The next three five-year 
periods show an increasing average net 
profit. At the same time the combined 
deposit and investment index shows a 
relatively decreasing number of em- 
ployes. As free services were discon- 
tinued, activity decreased and fewer em- 
ployes were needed. Please note that 
during the depression period, 1930-34, 
there was a lowering of earnings but 
at the same time a relatively greater 


288 


lowering of other expenses, the result 
being a satisfactory rise in net earnings. 


Comparison With Other Banks 


Now, let us compare our bank with 
other banks in South Dakota and the 
United States, on the basis of activity 
per employe. In this connection I have 
prepared Figure II, which gives a com- 
parative record, per employe, during 
1938 (the last year for which all figures 
are available) of the deposits, invest- 
ments, earnings and disbursements of 
all South Dakota banks, all commercial 
banks in the U. S. and our bank at 
Parkston. 

According to Figure II, banks receive 
their operating income from: 
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1. Interest received on loans and in- 
vestments, and 


2. Other earnings, chiefly service 
charges measured by the activity 
and size of the bank. 


The banks’ income is disbursed in the 
following manner: 


1. Salaries 
2. Interest on time money 


3. Taxes 


4. Other expenses, chiefly measured 
by the activity and size of the bank. 


Our problem then, in order to elimi- 
nate “low earnings,” is to increase items 
1 and 2 of receipts, and decrease any 
or all of items 1, 2, 3, and 4 of dis- 
bursements. Obviously, item 1 of re- 
ceipts, namely interest received from 
loans and investments cannot be in- 
creased to any marked extent. It is the 
downward trend in those earnings that 
has been partly responsible for our 
problem. Not much can be done about 
1, Salaries, 2, Interest paid, or 3, Taxes, 
in the column of disbursements—these 
items are largely fixed. But let us con- 
sider No. 2, Other Earnings, and No. 
4, Other Expenses. Now let us take a 
look at Figure III which is a grouping 
of Other Earnings and Other Expenses, 
lifted bodily from Figure II. 


Expense-Earnings Comparison 


This shows a marked contrast between 
the net earnings per employe from serv- 
ice charges in our bank and those of 
the average bank. Why this difference, 
now that over 81 per cent of the banks 
of South Dakota and at least as large 
a percentage of the banks in the entire 
country now impose service charges? 
Measured by deposits and investments, 
Figure II shows we are not understaffed, 
and our activity expenses are practically 
the same as the national average. But 
as shown in the first column of this 
schedule, our total gross income per 
employe was practically twice as much 
as the state or national average. This 
indicates either that we are getting paid 
too much for our services or that the 
other banks are not being adequately 
reimbursed for theirs. Which is it? Of 
course, we cannot tell unless we make 
an actual cost analysis in our own 
banks. For example, let us take the 
cost of handling a customer’s check. Is 
the cost 214 cents, 3 cents, or 4 cents? 
You and I have seen dozens of analyses 
showing that the costs all range some- 
where between 214 cents and 4 cents 
per “loaded” check. Some banks claim 
it costs them 6% cents. 

If it costs you 2% cents to handle 


Ficure III 


1938 NET EARNINGS PER EMPLOYE FROM SERVICE CHARGES IN 
AVERAGE S. D., AND U. S. BANKS, AND IN PARKSTON 


2. Other Earn- 
ings (Chiefly 
from Service 

Charges) 


Per Employe 


South Dakota banks 


United States commercial banks 


2,598 


1,440 


4. Other Ex- 
penses (Chiefly 
from Other 
Services in 
Bank) 


Net Earnings 
(Chiefly from 
Service 
Charges) 


$ 935 $ 198 


1,233 , 207 


1,284 
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Figure IV 
RATE OF INTEREST PAID PER $100 OF DEMAND DEPOSITS 


At a Given Cost Per Check and a Given Number of Free Checks Per $100 
of Average Balance 











(a) If it costs you 2} cents to handle a “loaded” check: 


And you allow the following number of free 


checks per $100 of balances: 


You are paying the following rate of interest 


on your demand deposits: 








(b) If it ccsts you 3 cents to handle a “loaded” check: 


And you allow the following number of 


free checks per $100 of balances: 


You are paying the following rate of in- 


terest on your demand deposits: 


4 


13 





(c) If it costs you 4 cents to handle a “loaded” check: 


And you allow the following num- 
ber of free checks per $100 of 
balances: 


You are paying the following rate 
of interest on your demand deposits: 


your customer’s “loaded” check, and 
you allow him to write 10 free checks 
for each $100 of average balance, you 
are giving him 10 X 2% cents or 25 
cents per month for the use of his $100. 
For 12 months the amount is 12 & 25 
cents or $3.00. Do you realize you are 
virtually paying him 3 per cent interest 
on his money? 

If it costs you 3 cents to handle your 
customer’s “loaded” check, and you al- 
low him to write 10 free checks for each 
$100 of average balance, you are giving 
him 10 X 3 cents or 30 cents per month 
for the use of his $100. For 12 months 
the amount is 12 30 cents or $3.60. 
Do you realize that in this instance you 
are paying him almost 334 per cent 
interest on his money? 

If it costs you 4 cents to handle your 
customer’s “loaded” check, and you al- 
low him to write 10 free checks for each 
$100 of average balance, you are giving 
him 10 X 4 cents or 40 cents per month 
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for the use of his $100. For 12 months 
the amount is 12 < 40 cents or $4.80. 
Do you realize you are paying. him 
almost 5 per cent interest on his money? 


Free Check Allowance 


Using the above formula I have pre- 
pared Figure IV. It shows the number 
of checks which a bank should allow 
per $100 of demand deposits at a given 
cost per “loaded” check and at a given 
rate of interest on time money, in order 
to compensate the demand and time de- 
positor equally. To illustrate the prac- 
tical application of the schedule let us 
assume the per item check cost in a 
particular bank is 4 cents, and 4 checks 
are allowed on each $100 of balance. 
This bank pays 4 cents X 4 or 16 cents 
per month per $100 on its demand de- 
posits. For twelve months 16 cents 
12 or $1.92; adding the 8 cent FDIC 


cost we see that this bank would have 
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actually been paying the demand de- 
positor $2.00 per $100 of balance or 
2 per cent annually. If this bank pays 
2 per cent on time money it is then 
treating both types of depositors 
equally. 

The Banking Acts of 1933 and 1935 
specifically provide that no_ interest 
may be paid on demand deposits by 
Federal Reserve or FDIC member 
banks. Regulations of the Board of 
Governors of the Federal Reserve Sys- 
tem and of the Federal Deposit Insur- 
ance Corporation provide that, certain 
cases excepted, payment of interest di- 
rectly or indirectly on a demand de- 
posit, “by any device whatsoever,” is 
prohibited. I am wondering if banks, 
which are rendering free service or are 
inadequately compensated for service 
are not, technically, violating Federal 
regulations. If two banks operating in 
the same city are offering identical serv- 
ices, and only one of them charges for 
such services, surely the other is using 
this as a “device” to pay interest on 
demand deposits and is violating Fed- 
eral regulations. 

Many of us complain that interest 
rates on time and savings deposits of 
2 and 214 per cent are too high, and 
that we cannot make any profit by in- 
vesting such high priced money, yet, at 
the same time many of us are paying 
3, 334, yes, even 5 per cent on our de- 
mand deposit balances. 


Determination of Costs 


Consequently, I want’ to stress the 
fact that no charge can be justified 
without first analyzing costs. As I said 
before, we bankers are disposed to 
adopt this or that figure handed to us 
by someone else without an individual 
analysis of our own costs. To deter- 
mine the costs in our own bank, we 
added 67 per cent of the amount paid 
in salaries to 90 per cent of other ex- 
penses, and divided the total by the 
number of checks; drafts and remittance 
items handled by us during the year, 
and the quotient was 4 cents. This 
method of figuring costs is too simple 
for large banks having many depart- 


ments with varying costs but is es- 
pecially adapated to small banks be- 
cause of its simplicity. It is almost 
impossible to subdivide operating costs 
in a bank the size of ours. Ray A. Ilg, 
vice-president of the National Shawmut 
Bank of Boston, in a talk at the ABA 
convention in Seattle last year, stated 
that 86.73 per cent of the jobs in his 
bank are mechanical jobs, or what you 
might call routine jobs, not requiring 
executive ability. If he includes officers 
in the figure, the percentage of mechani- 
cal or routine jobs is 81. 

Our bank comes under subdivision 
(c) of Figure IV, as it costs us 4 cents 
to handle a “loaded” check. In 1938 
we paid 21% per cent interest on time 
money, and, in order not to exceed this 
rate on demand deposits, we allowed 
only five free checks per $100 of bal- 
ance in accordance with the schedule. 
We have since reduced the rate on time 
money to 2 per cent, and are now 
allowing only four free checks per $100 
of balance to the demand depositor. 
This also gives him the 2 per cent rate. 
Is there anything wrong with that? 
Doesn’t this prove conclusively that we 
are not overcharging our demand de- 
positors? 

If a bank is adequately paid for such 
services, there may be a problem of 
low activity, but not one of low earn- 
ings. Let us make our charges ade- 
quate, let us make them uniform to all 
of our customers with no exceptions. 
We should operate profitably and lay 
up reserves against the day when we 
shall need them. We should operate 
the way the filling station does—give 
away free air and water, but make an 
adequate charge for everything else. 


© 


BANKS must not only serve the credit 
needs of the country efficiently but must 
convince the country that they are do- 
ing so if they are to escape a continual 
limitation of their lending field due to 
increasing competition of public and 
semi-public agencies. —C. S. Young, 
Vice-President, Federal Reserve Bank of 
Chicago. 
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Collateral Loans on 


Life Insurance 


OST of the difficulty in dealing 

with life insurance as distin- 

guished from other forms of 
property arises from the fact that it is 
a peculiar contract wherein a company 
contracts with an individual to pay 
money under certain conditions to a 
third party. And it is the rights of this 
third party, the beneficiary, which have 
been disputed throughout the law’s de- 
velopment on the subject, and which 
cause us most of our trouble. The 
assignment of life insurance for col- 
lateral purposes, therefore, almost al- 
ways involves three parties other than 
the assignee—the insured, the insurance 
company, and the beneficiary—and the 
bank is sometimes not only assignee but 
beneficiary, as trustee under an insur- 
ance trust. 

Another distinguishing characteristic 
of life insurance as collateral is the 
fact that a policy has a definite and 
fixed cash value which increases in 
accordance with a definite predeter- 
mined schedule, provided the insured 
continues to pay his premiums, but 
which may rapidly decrease to the van- 
ishing point if the insured fails to pay 
his premiums. Also, this cash value 


In the accompanying portion 
of his recent address before the 
ABA Eastern Regional Confer- 
ence in New York City, Mr. 
Tait discusses the problem of 
proper assignment of life insur- 
ance for collateral purposes. 


By Ropert C. Tait 


Assistant Trust Officer, 
Genesee Valley Trust Company, 
Rochester, New York 


may be relatively small on one day and 
many times greater the next, as a result 
of the immediate maturity of the policy 
on the death of the insured. 

A further complication arises from 
the fact that the enforced surrender of 
a life insurance policy may deprive the 
insured of a considerably greater value 
than the actual reserve at the time of 
surrender, because if the insured is at 
that time uninsurable the policy is 
really worth more to him than the 
actual reserve, which is based on the 
company’s tables for average insurable 
risks. The actual value to the insured 
may be anywhere between the reserve 
and the full face value of the policy, 
depending upon the indeterminate fac- 
tor of the imminence of his death. 

If a bank, let us say, holding a simple 
assignment absolute in form but col- 
lateral in purpose, surrenders or other- 
wise disposes of the policy without ob- 
serving the legal requirements of fore- 
closure (unless expressly waived in the 
assignment), it may be held guilty of 
illegal conversion of the property to 
its own use and liable to the insured. 
And not only is the bank liable but 
many insurance companies fear that if 
they have anything that may be inter- 
preted as constructive notice that an 
assignment is actually for collateral pur- 
poses, they may, by allowing the as- 
signee to surrender without proper fore- 
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closure of title, be liable equally with 
the bank for facilitating the conversion 
of the pledged property. 

There are a number of other import- 
ant points in this relationship of the in- 
sured, the insurance company, and the 
assignee. For example, the insurance 
company has a responsibility under its 
contract to fulfill the terms thereof and 
to see to the payment of the amounts due 
to the persons properly entitled thereto. 
The bank, as assignee, assumes a simi- 
lar responsibility as to any surplus of 
insurance avails which it may receive 
vither on surrender or maturity. of the 
policy. New York State has an im- 
portant case on this point which has 
been cited by the Supreme Court as the 
law of New York (Toplitz v. Bauer, 161 
VN. Y. 325), and which holds that a 
pledgee really becomes trustee of the 
pledged property. 


Beneficiary’s Interest 


As to this matter of the beneficiary, 
it is almost universally conceded that 
where the insured has not reserved the 
right to change the beneficiary, such 
beneficiary has a vested interest that 
cannot be divested without his or her 
consent. Where the insured has reserved 
the right to change the beneficiary the 
case law of the various states seems to 
be hopelessly irreconcilable. Not only 
are there contradictions between states 
but frequently within the states them- 
selves. 

The cases on this subject may be di- 
vided roughly into two general groups: 


1. The first group of cases holds that 
the beneficiary has an interest in the 
policy at least sufficient to require that 
any act of the insured that would affect 
her interest (I’ll use the feminine pro- 
noun occasionally to denote the bene- 
ficiary, and to avoid saying that clumsy 
word so many times) be done in accord- 
ance with the provisions of the policy; 
and that even if the insured has the 
right to change the beneficiary he does 
not have the right to make an assign- 
ment of the policy without the consent 
of the beneficiary unless he first 


changes such beneficiary in accordance 
with the provisions of the policy. 

2. The second group of cases holds in 
general that the beneficiary has no prop- 
erty right in the policy during the insured 
lifetime, and that the provisions of the 
policy prescribing a procedure for 
changing the beneficiary are for the 
protection of the insurance company, 
not the beneficiary; that where the in- 
sured has reserved the right to change 
he is the owner of the policy and has 
the right to assign it without regard to 
the interest of the beneficiary. She has, 
in other words, a mere expectancy, or 
as the lawyers say, an inchoate right. 

This second group is gradually in- 
creasing, and we hope and believe that 
it will ultimately be the prevailing law 
of the land. The number and standing 
of the courts, however, that continue to 
adhere to the first view are so impres- 
sive that we cannot feel safe in accept- 
ing an assignment without first being 
sure that the interest of the beneficiary 
has either been removed or definitely 
made subject to the assignment. We 
must also bear in mind the fact that 
regardless of how the courts may inter- 
pret the beneficiary’s interest during the 
lifetime of the insured, all courts appear 
to agree that such interest as she pos- 
sesses becomes vested immediately upon 
the death of the insured. 


“I believe we should recog- 
nize a real responsibility to our 
customer, the insured, under 
these life insurance loans. We 
should exert our influence to 
impress upon the insured that 
in hypothecating his insurance 
values he is risking or putting 
in jeopardy to some extent, one 
of his most valuable assets, and 
one that it is frequently difficult 
if not impossible to replace. In 
other words, I think we should 
use our influence to discourage 
borrowing against life insurance 
values for speculative pur- 
poses.’’ 
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Legal Relationship 


A most important point and one fre- 
quently not given due consideration, in 
my opinion, is the fact that the legal 
relationship between the insured and 
the assignee is simply that of pledgor 
and pledgee. The pledge of a policy 
for collateral purposes does not transfer 
‘title or ownership to the assignee, re- 
gardless of form of assignment. Many 
banks through the use of so-called abso- 
lute assignments have attempted to put 
themselves in the position of owner; but 
it is universally held that regardless. of 
form of assignment evidence may be 
submitted to show that it was the intent 
of the assignor (the insured) merely to 
assign his policy as collateral security, 
and that therefore, though absolute in 
form, the assignment is collateral in 
fact. The assignee holds a lien against 
the policy, not title to it; a mortgage, 
not a deed. In other words, there is no 
such thing as an absolute assignment 
for collateral purposes. Only the con- 
ditions and circumstances surrounding 
an assignment—-a gift for love and 
affection, or conveyance for value—can 
make a so-called absolute assignment 
actually absolute. 

Another problem arises when we 
require the beneficiary to join with the 
insured in the assignment and note. She 
then becomes an accommodation party 
to the obligation with the same rights 
as a surety, and any change in the con- 
tract of indebtedness for the perform- 
ance of which she is liable as surety, 
made without her consent, will either 
<lischarge the surety entirely or to the 
extent injured by such change. And, 
as you all know, there are any number 
of such changes that might be made in 
the contract of indebtedness over a 
period of time. This is why it is most 
important to banks that the assignment 
specifically permit the assignee to re- 
lease security of co-obligors, and to 
grant extensions, renewals, indulgences, 
etc. 

The modern life insurance policy 
confers upon the insured a number of 
rights, powers, and privileges which he 
can presumably assign. It is essential 
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that certain of these rights and privil- 
eges definitely be assigned to a bank in 
any assignment for collateral purposes; 
other rights are neither necessary nor 
particularly important to a_ bank- 
assignee; and some rights are held by 
many companies to be peculiarly the 
insured’s and really not assignable. In 
a simple assignment of “all right, title 
and interest” there is considerable dif- 
ference in the points of view and prac- 
tices of various life insurance com- 
panies. The assignment should there- 


fore cover these points. 


Standard Assignment Form 


All of these considerations, and 
many others, have for years stumped 
the American Bankers Association and 
the insurance companies in their efforts 
to work out a uniform or standard form 
of assignment that would be acceptable 
to the insurance companies as well as 
the banks. Finally, a little over a year 
ago, joint committees reported out an 
assignment form that was later officially 
approved by the Bank Management 
Commission of the ABA and by the 
Association of Life Insurance Counsel. 
It is known as Form 10 of the Bank 
Management Commission and bears the 
official certification at the top “Form 
Approved by Bank Management Com- 
mission, American Bankers Associa- 
tion,” so that the insurance companies 
and their various officials and clerks 
may quickly identify it without study 
or word-for-word comparison. This is 
a great advantage to the routine work 
of the insurance companies, and one of 
the principal reasons for their splendid 
codperation (in view of the difficulties) 
in the development of this form. 

The ABA as a service to its member 
banks, now supplies these forms to 
member banks at a nominal cost of 
$1.75 per hundred and at a smaller 
cost per hundred in larger quantities. 
The name of the bank can be printed on 
the forms for a very small additional 
cost. 

In my humble judgment, the use of 
this standard assignment form offers 
tremendous advantages to banks: 
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Bank Officers are invited to send for a copy of our 
booklet-portfolio, which explains Old Republic’s simple, prac- 
tical plan of insuring personal 
loans against the death of bor- 
rowers. The plan is in successful 
operation in hundreds of com- 
mercial banks in 32 states from 
New York to California. It costs 
a bank nothing to install and 


f 1 Ce 
operate this plan. Ching Company 


Old Republic 
Credit Life 
Insurance 


The pioneer in 
adapting credit life 


insurance to the needs 
- of commercial banks 


with personal loan 


departments. 
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In the first place, it reflects the actual 
collateral purpose of the transaction 
and does not purport to be anything 
other than an assignment of such of 
the insured’s rights as are deemed 
necessary for proper security for loans 
against his life insurance values. 


Second, it expresses clearly to the in- 
surance company, the insured, the bene- 
ficiary, and the assignee, in one instru- 
ment, all the rights and powers con- 
veyed to the assignee and the conditions 
of the contract of indebtedness. 

Third, by changing from the former 
unilateral type of assignment into a 
bilateral form that includes certain 
covenants on the part of the bank, it 
permits the insurance company to deal 
exclusively with the bank with some 
assurance that the insured has been 
adequately protected under his contract. 


Fourth, by clearly recognizing the 
possibility of a surplus to which the 
assignee may not be entitled, it permits 
such insurance companies as will do 
so to name a beneficiary subject to the 
assignment and assume responsibility 
for proper disposition of such surplus. 
Thus I believe under this form of assign- 
ment banks may receive payments of 
the exact amount of indebtedness, and 
by assuming the responsibilities ex- 
pressed by the covenants in the assign- 
ment, really have to assume far less re- 
sponsibility and liability for proper 
distribution of surpluses than under any 
of the other types of assignment we 
have formerly used. 

Finally, this standard form of assign- 
ment has the tremendous advantage over 
all other forms of having been officially 
approved by the Association of Life In- 
surance Counsel and the Bank Manage- 
ment Commission. Again, in my own 
opinion, it has never been so much a 
matter of whether the bank would ulti- 
mately be paid the amount to which it 
was entitled under any of the former 
good assignments (providing its pro- 
cedure has been correct), as it has been 
of whether it would receive such pay- 
ment without delay or dispute or pos- 
sible resort to court action. In other 


words, the uncertainy as to different 
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companies’ interpretation of various 
rights under various circumstances has 
been the greatest disadvantage of all of 
the forms of assignment heretofore 
used; and no matter what we say in an 
assignment, it is the insurance com- 
panies’ quick compliance with the terms 
thereof, without delay or dispute, that 
is most important to us. 

I believe we should recognize a real 
responsibility to our customer, the in- 
sured, under these life insurance loans. 
We should exert our influence to im- 
press upon the insured that in hypothe- 
cating his insurance values he is risking, 
or putting in jeopardy to some extent, 
one of his most valuable assets, and 
one that it is frequently difficult if not 
impossible to replace. In other words, 
I think we should use our influence to 
discourage borrowing against life in- 
surance values for speculative purposes. 
I think it is one of our social respon- 
sibilities, and that in the end this will 
redound to our credit. 

Furthermore, just between ourselves, 
I think it is most unwise for banks to 
advertise extensively for refinancing of 
existing insurance company loans or to 
go out aggressively after such business. 
I personally deplore the brokerage of 
such loans that is going on in some 
parts of the country, loans from people 
who are neither that particular bank’s 
customers nor potential customers, fre- 
quently residing in other communities 
and even in other states. This is the 
sort of thing that I feel could get us 
into trouble. I believe that these insur- 
ance loans should be in the nature of 
normal accommodations to our present 
or prospective customers. 


© 
DEMAND FOR COINS 


Corns are coming from the mint at a 
rate higher than ever before in our his- 
tory. There will be 542 million of them 
this year, ending in June, as against 
123 million in the preceding year. In 
January, 1940, there were almost three 
times as many new quarters as in Janu- 
ary, 1939.—Washington Review. 
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The Trend of 


Interest Rates 


HE interest rate is the price paid 

for loanable funds. Theoretically, 

a market price, or the price ac- 
tually paid, represents an adjustment 
between the forces of supply and de- 
mand so that an equilibrium is reached. 
in the case of the interest rate, a sort 
of moving equilibrium at rather low 
levels appears to have been reached 
currently, and it is the result of an 
adjustment between the lowest price for 
which the possessor of loanable funds 
is willing to let a borrower use them, 
and the highest price the borrower is 
willing to pay for their use. Now what 
are the factors of supply and demand 
ihat have established this equilibrium? 
In this case supply is the more concrete, 
and probably the more important ele- 
ment. Superficially, it might be said 
that bank deposits constitute the supply 


‘‘Interest rates are likely to 
remain at low levels for a long 
time yet. It may well be that 
the banker’s only hope is to 
make certain that his thinking is 
not ‘dominated by the frozen 
patterns of the past,’ and 
aggressively to attempt ‘to mold 
facts of the present’ into a pat- 
tern more favorable to his own 
interests,’’ suggests Mr. Wheeler 
in the accompanying portion of 
his recent address before a meet- 
ing of the Independent Bankers 
Association of Central Cali- 
fornia. 
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Chief, Division of Research, 
Federal Reserve Bank of San Francisco, 
California 


of loanable funds. Such a statement 
would fail to include the potential ex- 
pansion of bank credit at any given 
moment, however, and would overlook 
the fact that the volume of bank credit 
is dependent upon certain reserves. 
That pushes us back one step farther to 
member bank reserves at the Reserve 
bank. But we need to go even farther 
back the line to monetary gold stock 
and Reserve bank credit as sources of 
member bank reserves which are in 
reality the basis of all bank loans and 
investments.” It is interesting to see 
what has been happening to member 
bank reserves and their sources during 
the past decade. 

At the crest of the business boom in 
mid-1929, member bank reserve bal- 
ances were about $2,400,000,000 (there 
were no excess reserves; as a matter of 
fact member banks were borrowing 
almost a billion dollars throughout 
1929 in order to obtain required re- 
serves.) Bank deposits at that time 
were about $54,000,000,000, and the 
yield on long term Government bonds 
was 3.7 per cent compared with a little 
under 2.3 per cent at present. With 


*The Federal Government’s silver policy 
has also added to reserves, but since the 
issuance of silver certificates and all other 
forms of Treasury currency has no essen- 
tial bearing on the main points of the dis- 
cussion, all reference to them has been 
omitted in order to simplify the subject. 
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that as a starting point let us see what 
has happened to member bank reserves 
in the past decade, why these reserves 
have changed, and what the change in 
their volume means. 

Reserves did not change much dur- 
ing 1930 or the first nine months of 
1931. In the fall of 1931 when England 
left the gold standard there was a heavy 
outflow of funds from this country. 
This was reflected in some immediate 
reduction in member bank reserves al- 
though most of the gold outflow was 
offset by an increase in funds advanced 
to the money market by the Reserve 
banks. Perhaps more important was 
the impetus then given to hoarding in 
the United States with the result that 
member banks were under unprece- 
dented pressure to convert deposits into 
currency. This was accompanied by a 
marked reduction in their reserves, be- 
cause most banks were using every dol- 
lar of reserves as rapidly as they be- 
came available, paying off depositors, 
or paying off borrowings. That, obvi- 


Main points stressed by Mr. 
Wheeler in the accompanying 
article include: 

1. The preponderant influence 
determining the course of the 
interest rate during recent years 
has been our huge volume of 
excess reserves. 

2. Gold imports have been the 
most important factor in build- 
ing up this huge volume of ex- 
cess reserves. 

3. The prospects are for a 
continuance of low yields on the 
earning assets of banks for some 
time to come. 

4. Individual bankers can do 
little to influence directly the 
course of the interest rate, but 
bankers as a whole can best 
serve their own interests and 
the public welfare by seeking to 
stimulate legitimate and sound 
private demand for loanable . 
funds in every possible way. 


ously, was not a period of easy money 
—in fact money was hard to get, al- 
though a slight decline in rates did 
result during 1930 and 1931 in the case 
of Government bonds because of their 
preferred status* 


FR Open Market Purchases 


This pressure upon member bank 
reserves was relaxed in the spring of 
1932 when the Reserve System em- 
barked upon its famous large scale pur- 
chases of Government bonds, a program 
intended to increase reserve funds and 
thus to place banks in a position where 
they could liquidate borrowings or keep 
them at low levels. The System had, of 
course, been generally pursuing a policy 
of easing rates since the end of 1929, 
but these large scale open market pur- 
chases in the spring of 1932 will be 
notable in monetary history as marking 
a new phase of aggressive Govern- 
mental action designed to ease pressure 
upon banks and to promote recovery. 
Many of you will remember the press 
comment given to these unheard of pur- 
chases by the Reserve System which 
reached the rate of $100,000,000 per 
week in April and May of 1932. By 
that action, the Reserve System brought 
its holdings of Government securities 
to $1,851,000,000. Not only were total 
member bank reserve balances increased 
from $1,900,000,000 in March 1932 to 
$2,400,000,000 in August 1932 but, for 
the first time in history, the banks 
found themselves with a huge volume 
of excess reserves. For all member 
banks the total of such idle funds 
reached reached $400,000,000 by early 
fall in that year. 

That was the big contribution made 
by the Reserve System to excess re- 
serves, although further System pur- 
chases of Governments in the fall of 
1933 were the principal factor bringing 
excess reserves to the $900,000,000 
level. At that time (please note that 
it was the autumn of 1933) Federal 


*A break in Government bond prices late 
in 1931 and early in 1932 brought yields to 
a temporary high for the past decade at 
that time. 


THE BANKERS MAGAZINE for April, 1940 





o 
| 


os BS OO DS BO lt et Ne 


Av 


Reserve holdings of Governments 
reached a total of $2,432,000,000 an 
amount substantially the same as at 
present. In order to keep the record 
straight and to make sure that the rec- 
ord is understood, we should emphasize 
that this period marked the end of the 
active or positive réle of the Federal 
Reserve System in the creation of excess 
reserves. Since that time System policy 
in connection with easy money has been 
largely passive, and such positive policy 
action as has been taken has been “with 
2 view to providing safeguards for the 
future.” Of course, the System pur- 
chased $400,000,000 of bonds last Sep- 
tember, but that was for the purpose of 
preserving an orderly bond market in 
the face of the beginning of hostilities 
in Europe, not to create excess reserves. 
Since then the System has liquidated an 
equal volume of securities without dis- 
turbing the market. 


Gold Inflow Effect 


But, many ask, if the Reserve System 
did nothing to add to member bank re- 
serves after 1933, and if excess reserves 
then were only $800,000,000, how is it 
that today we have excess reserves of 
5% billion dollars, despite the increase 
of almost 90 per cent in reserve require- 
ments prescribed by the Federal Re- 
serve Board of Governors, and in spite 
of an increase of 18 billion dollars in 
deposits needing 21% billion dollars of 
additional reserves? The answer to 
that question lies almost entirely in the 
gold stock. The jump early in 1934 
was a result of devaluation of the dol- 
lar, whereby gold stock was written up 
by 2.8 billion dollars. Less than a 
billion of that has been disbursed by 
the Treasury, and it has therefore had 
relatively little effect upon member 
bank reserves. The real factor has been 
the truly huge inflow of gold from 
abroad—since January, 1934, almost 10 
billion dollars has come to us from 
other parts of the world. Of this amount, 
some 3 billion dollars has come from 
other central bank reserves and over 6 
billions from new production in foreign 
countries. 
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This gold came to the United States 
in settlement of numerous commercial 
and financial transactions. By far the 
most important part—probably three- 
fourths of the total—represented a 
movement of capital into the United 
States. Some of this capital was ac- 
tually seeking investment here because 
of relatively favorable earnings pros- 
pects, but much of it was fleeing from 
political uncertainties in foreign coun- 
tries. Some—about 21 billion dollars 
—came in payment of our goods and 
services sold to foreign countries in ex- 
cess of their sales of goods and services 
to us—our so-called favorable balance 
of trade. Please note that the price of 
gold is not included as a factor caus- 
ing the flow to this country. Actually, 
the price of gold is substantially the 
same in all countries, because a change 
in the domestic price is immediately 
offset by an appropriate change in for- 
eign exchange rates. There is not ship- 
ment of gold to this country on the 
basis that this is a better market. Gold 
production throughout the world has, 
to be sure, been stimulated by the higher 
prices that have prevailed in all coun- 
tries during recent years, but the reason 
gold has flowed to the United States 


‘‘While the superfluous vol- 
ume of reserve funds has been 
the basic factor making for low 
interest rates during recent 
years, it should not be forgotten 
that the Federal Government 
has, by direct competitive means, 
sought to reduce _ interest 
charges, The basis for this 
policy can be summed up by 
saying that interest is an im- 
portant element in the cost of 
production or of any other 
phase of economic enterprise, 
and if that cost can be reduced 
then there will be more oppor- 
tunity for business profits, or 
for an increase in other costs 
such as wages, or for a reduc- 
tion in selling prices.’’ 





has been because, on net balance, for- 
eigners have paid us much more than 
we have paid them in settlement of 
commercial and financial transactions. 


At the risk of seeming elementary, let 
me again emphasize that excess reserves 
have resulted from this gold inflow— 
not, as many think, from deficit financ- 
ing by the Federal Government. The 
question of where excess reserves come 
from is not a part of my remarks upon 
interest rates. If any of you wish to 
get a clearer picture of the effect of 
Government deficit financing upon bank 
reserves, however, I refer you to the 
January, 1940, Federal Reserve Bulle- 
tin. 


As we have seen, the most striking 
factor affecting the supply side of the 
domestic money market during recent 
years has been the inflow of gold from 
abroad. And remember that the basic 
factor driving interest rates down has 
been this supply of idle reserves, or of 
funds seeking employment. 


While the superfluous volume of re- 
serve funds has been the basic factor 
making for low interest rates during re- 
cent years, it should not be forgotten 
that the Federal Government has, by 
direct competitive means, sought to re- 
duce interest charges. The basis for 
this policy can be summed up by saying 
that interest is an important element in 
the cost of production or of any other 
phase of economic enterprise, and if 
that cost can be reduced then there will 
be more opportunity for business 
profits, or for an increase in other costs 
such as wages, or for a reduction in 
selling prices. In order to help further 
a reduction in interest rates, based pri- 
marily upon an ample supply of bank 
reserves, and in order to make credit 
more readily available, the Federal 
Government has, as you know, loaned 
money through the Farm Credit Admin- 
istration, Commodity Credit Corpora- 
tion, Reconstruction Finance Corpora- 
tion, Home Owners’ Loan Corporation, 
Public Works Administration, and other 
agencies at rates generally lower than 
were otherwise available. In addition, 
through the Federal Housing Admin- 
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istration, the Federal Government has 
been active in bringing down the rates 
charged on home loans. 


Demand for Credit 


Now let us turn for a bit from con- 
sidering the supply factors in the money 
market to a brief consideration of the 
demand for credit. 


Although deposits are larger, the 
total of bank loans and investments in 
this country at the present time is some- 
what smaller than it was in 1929 and 
there has been a distinct shift from loans 
to investments. This shift from loans 
to investments, especially to Govern- 
ment securities, has been of significance, 
in that it has resulted in a lower aver- 
age yield on earning assets of banks 
because of, among other things, the 
change in the character of the borrower. 
The Federal Government, which has be- 
come by far the most important class 
of borrower, is looked upon by most 
investors as offering the most nearly 
riskless obligations available. 


The marked reduction in bank loans 
has been much larger than the reduc- 
tion in total credit and should be dis- 
cussed further, since this shift has some 
significance to the interest rate struc- 
ture. It is commonly said that private 
investment has been lagging—that pri- 
vate enterprise is not able to utilize 
funds in the vigorous manner of the 
20’s. We well know that there has 
been a dearth of new private capital 
issues, but it is not so easy to say just 
why business concerns have not been 
seeking new capital. A large sum has, 
of course, been made available through 
plowing back of earnings in one way 
or another, but this will hardly explain 
why corporate issues for new capital 
in 1939 were less than a half billion 
dollars, compared with annual totals of 
from 3 to 8 billions in each of the years 
from 1924 through 1930. 

Along with this small demand for 
new capital in recent years has been a 
similar slack demand for ordinary com- 
mercial loans, although the decrease 
ha8 not been so marked as in the case 
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}" ANNIVERSARY YEAR 


DURING 
HALF A CENTURY 


. .. the broad expanse of the 
Great Lakes Region has be- 
come one of the world’s great- 
est workshops. As the Great 
Lakes Area has grown, so has 
Central National Bank. Our 
long experience in this area, 
plus our facilities, are offered 
business concerns and their 


banks everywhere. 


CENTRAL NATIONAL BANK 


of Cle veland 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


of new capital issues. The reduction 
in demand for commercial and indus- 
trial loans reflects partly the fact that 
corporations generally are in a very 
comfortable cash position and can 
handle even their present large volumes 
of business with less bank loans than 
in some past periods. 


Rates Likely to Remain Low 


Although I am not attempting a de- 
tailed discussion, many reasons have 
been advanced to explain the decline of 
commercial loans and the scarcity of 
new capital issues during recent years. 
The explanation probably is closely as- 
sociated with the underlying evolution- 
ary changes in our economy that have 
come closer to the surface since 1929, 
but which are not yet well understood. 

We have seen that there is really little 
that we as bankers can do about the 
supply side of the money market at the 
present time. And now it would almost 
seem that the lethargy of private de- 
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mand for credit is so baffling that we 
are estopped from any positive, con- 
structive program of revival which 
might have a tendency to stiffen rates. 
It is almost a certainty that our huge 
excess reserves will not disappear in 
the comparatively near future, even 
though we should, by some stretch of 
the imagination, be confronted with an 
outflow of gold of some proportions. 
We can therefore say that interest rates 
are likely to remain at low levels for a 
long time yet. It may well be that the 
banker’s only hope is to make certain 
this his thinking is not “dominated by 
the frozen patterns of the past” and ag- 
gressively to attempt “to mold the facts 
of the present” into a pattern more 
favorable to his own interests. With 
full regard for the public welfare, the 
banker can well afford to encourage 
every possible sound and legitimate ac- 
tivity that promises to expand private 
demand for credit and thus build up 
the demand side of the money market. 
Such a program does not need to result 
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ENLIST 


enlist 

in the Women’'sField Army of the 
American Society for the Control 
of Cancer, and help in the inten- 
sive war against this disease. 


educate 

yourself and others to recognize 
early symptoms that may indi- 
cate cancer. 


save 


some of the 150,000 who may die 
this year unless promptly treat- 
ed. Early cancer can be cured. 


join your 
loeal unit 
now?! 


or send your 
enlistment fee 
of $1.00 to 





in bad credit granting. A close study 
of local and national economic trends, 
and understanding of how the local 
company may be affected by broader 
trends, and a common-sense attitude to- 
ward new developments generally, can 
combine to make the banker’s life more 
interesting, more profitable, and an 
even greater asset to his own com- 
munity. 
© 


CENTRALIZED ADVERTISING 
AUTHORITY 


On advertising matters, whether your 
bank spends much or little, centralize 
the authority. There is a tendency in 
some banks for almost any officer to ap- 
prove an advertising expenditure if he 
takes a fancy to it, whether or not it 
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fits into a rounded program. High- 
pressure salesmen realize this tendency 
and that’s why they scout around so 
carefully to find the weak point in the 
line. If they can avoid the seasoned 
executive with a real advertising and 
public relations background, they will 
—unless they have something of real 
merit to offer. Surprisingly often they 
catch the president off guard; and if 
the president once says “Yes,” who is 
going to cancel the order?—Merrill 
Anderson, President, Merrill Anderson 
Company, New York, in an address be- 
fore the recent ABA Eastern Regional 
Conference. 


At the present rate of adding to Fed- 
eral pay rolls, in five months the num- 
ber of employes will reach 1,000,000, 
more than twice the number of seven 
years ago. This number does not in- 
clude the legislative, judicial, Army and 
Navy, or the millions on WPA and 
CCC, or war veterans, or state and loca! 
officials. When these are included the 
situation reveals itself as a factor oi! 
unemployment. Whereas, ten years ago 
eleven citizens in gainful employment 
supported: one Government agent or 
ward, today these same eleven support 
three on the Government pay roll.— 
Merle Thorpe in Nation’s Business 


It must always be remembered that 
banks are financial and not industrial 
or commercial institutions. We are not 
the prime movers in industry and busi- 
ness. We are indispensable to the sys- 
tem but we cannot be held responsible 
for all the ills of the system. We are 
not inventors, promoters, explorers, 
manufacturers, or sellers; we are finan- 
ciers, dealers in credit, if you like. We 
provide these productive and distribu- 
tive agencies with capital and credit 
facilities—Claude E. Bennett, Presi- 
dent, Pennsylvania Bankers Association, 
and President, Tioga County Savings 
and Trust Company, Wellsboro, Pa. 
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Operating a 


School Savings System 


AM going to describe a system of 
4 banking that we use in the schools 

of Newark and our neighboring 
town of Kearny, New Jersey, for which 
The Howard Savings Institution acts as 
school savings depository. I shall en- 
leavor to point out in what manner this 
ystem of banking, to a great extent, 
overcomes the items of excessive cost, 
and its simplicity of operation in the 
classroom. 

In 1923, the schools of Newark began 
banking under the familiar stamp sav- 
ings plan. This system consisted of the 
purchase by the student of stamps in 
various denominations from machines 
installed in the school corridors and 
auditoriums. The stamps were pasted 
in folders, which when filled were 
brought to the bank to be credited to 
individual school savings accounts. The 
main objection to this system, as we 
found it, was the item of lost stamp 
folders. Peculiarly enough, passbooks 
now used, are not lost in anywhere near 
the amount that the stamps were lost 
at that time. Unless a separate record 
of the stamp numbers was kept by the 
student or his parents, the loss of a 
folder proved disastrous. Even today, 
some ten years after abandoning the 
stamp plan, we have on hand a balance 
labeled, “Balance of Outstanding 
Stamps.” 

Finally, in the good year of 1929, 
the passbook system was adopted and 
promptly installed. This system, with 
many minor changes, remains in opera- 
tion in our community today. After 
ever ten years of experience with this 


By Jonas W. SwENSON 


Manager, School Savings Department, 
Howard Savings Institution, 
Newark, N. J. 


system, we are firmly convinced that 
the change was in every way beneficial 
to student and bank alike. Deposits 
now total close to the $600,000 mark. 
This figure represents the funds stand- 
ing to the credit of some 52,000 school 
savers. 

To begin banking under the passbook 
plan, a child obtains a signature card 
from his teacher. The card is brought 
home, signed by the student and his 
parents, and an envelope provided for 
deposits is filled out with name, grade, 
room number and amount of deposit. 
A deposit of five cents or more is en- 
closed and the envelope sealed. In the 
lower grades—for banking begins in the 
kindergarten in most schools—parents 
act as trustees for the child in opening 
the account. When the child is of a 
more responsible age the account is gen- 
erally transferred to the child’s own 
name. 


‘‘Bank Day’’ Procedure 


One day each week is designated as 
“Bank Day” in each school. A school 
is generally given a choice of days, but 
care is taken by the bank to avoid peak 
periods which would of course affect 
efficiency and prompt return of the pass- 
books. 

Bank day having arrived, the student 
hands his signature card and deposit 
envelope to his teacher. When all de- 
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posits and cards have been received by 
the teacher, she records the date, num- 
ber of deposits, her signature, and the 
total amount of the deposits as obtained 
from the figures on the outside of the 
individual deposit envelopes, on a large 
manila classroom envelope. In no way 
is the teacher responsible for what is 
said to be in the individual deposit en- 
velope received from the student. 

The classroom envelope is brought 
to the office of the principal, where each 
class reporting is checked by a teacher- 
clerk, and the envelope placed in a 
large canvas bag provided for that pur- 
pose. The bag is locked and within a 
few minutes after the last class has re- 
ported, working on a strict schedule, a 
bank representative calls for the de- 
posits. 

All accounts are hand posted at the 
bank. New books are issued for in- 
itial deposits and accounts already 
opened are credited with deposits re- 


‘There are, according to latest 
available figures, slightly more 
than 240,000 public schools in 
this country. In 1919, but 
2,736 schools were actively en- 
gaged in school savings work. 
Through the lush era of the 20’s, 
we witnessed a sharp ascent in 
the number of participating 
schools. By 1931, we had some 
14,628 schools which were in- 
cluding school savings in their 
curricula. By 1939, however, 
we had dropped again to 8,500 
schools—to a level shown in 1924 
and 1925. Contrast that figure 
of 8,500 schools engaged in 
school savings work with the 
240,000 schools in this country 
and you obtain a picture of the 
possibilities for expansion of this 
program,’’ suggested Mr. Swen- 
son in his recent address, of 
which the accompanying article 
formed a portion, before the 
ABA Eastern Regional Con- 
ference. 


ceived. Separate controls are kept for 
each school. In this way, we are able 
to give the school a complete picture 
of the progress of school savings at 
regular intervals. A report such as this 
stimulates interest on the part of prin- 
cipals and teachers. 

Each classroom envelope is proved 
individually. This enables us to reduce 
to a minimum differences usually asso- 
ciated with the handling of many small 
amounts. 

Passbooks, with deposits credited, are 
returned to the school the day after col- 
lection and are promptly distributed to 
the students by the teachers. 


School savings accounts are credited 
with interest on all accounts of five dol- 
lars and over, at the same rate and in 
the same manner as on regular savings 
accounts. 

Withdrawals must be made at the 
bank in the office where the account is 
located. All withdrawal orders, except 
those of high school and vocational 
school students, must be witnessed by 
a parent. 


High school and vocational school 
banking programs are essentially the 
same as elementary school banking, 
with the exception that student bankers 
and auditors handle the duties per- 
formed by elementary school teachers. 
High school bankers clubs form an ex- 
tra curricular activity. Regular meet- 
ings are held at which instructions 
in thrift, and money management are 
discussed and prepared for presentation 
to the various classrooms. Bank visits 
are arranged, and talks are given by the 
school savings director. 

Such a system as I have outlined for 
you requires but five or six minutes a 
week for its operation. In the schools 
of Newark, a period of fifteen minutes 
is allotted to school savings banking. 
In the absence, at the present time, of 
a definite supplemental course of thrift 
education, the remainder of the time not 
consumed by the actual depositing of 
school deposits, is devoted to discus- 
sions in the classroom of topics relat- 
ing to thrift and the wise use of money, 
time and energy. Taking so little time 
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By establishing 


correspondent relationships 


with the Chase, banks 





throughout the country give 
their own customers—farmers, manufacturers, mer- 
chants—the advantages of additional facilities. In 
turn the Chase calls on these banks for many valuable 
services and through them figuratively feels the pulse 
of the nation’s business. Through the Chase, corre- 
spondent banks speed their collections, secure loan 
accommodations on short notice, obtain up-to-date 
information on trade conditions and investments, ex- 
pedite transfers and keep posted on the current finan- 
cial standing of American and foreign corporations. 


Thus they broaden their own service to customers. 


THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 
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each week for what is truly the by- 
product of thrift education, namely, the 
saving of money, assures to a greater 
degree, teacher codperation and enthu- 
siasm. My aim, and I feel sure, the 
aim of many other school savings di- 
rectors, is to devote increasing time to- 
ward the establishment of a planned 
course of thrift education to supplement 
the program now employed in our 
schools. 

It is not surprising to me to witness 
hesitancy on the part of banking insti- 
tutions contemplating entrance into the 
school savings field when faced with 
the cost. Especially is this true, when, 
as we must admit, school savings is of 
such intangible value as to be justified 
only over a long period of time in the 
community where even successfully 


applied. 


By means of an exhaustive analysis 
to determine the net profit or loss of 
school savings departments to a de- 
pository bank, our own school savings 
department, operating under the plan 
outlined to you, operated at a net loss 
of less than $4,000. Keep in mind, if 
you will, that this was in service to 
some 53,000 school savings depositors. 
Compared to a generally recognized 
average of somewhere in the neighbor- 
hood of $15,000 in yearly operating 
costs, this figure is indeed small. Due 
to anticipated increase in total deposits, 
a reduced interest rate made effective 
by the State Department of Banking 
and Insurance throughout the state, and 
reduced cost of several expense items, 
we anticipate seeing the school savings 
department paying its own way during 
the year of 1940. 


THE BANKER’S JOB 


E are and must be pioneers in new fields of 

finance. We must continually push _ the 

frontiers of money and credit ahead of us. 
We must colonize and settle new areas of finance. 
as industry and business colonize and settle new 
areas of endeavor. In order to do this we must 
constantly improve our methods and keep our- 
selves keenly alert to current and prospective in- 
dustrial conditions. 


Our job is to see that the new values created by 
our great industrial plant are soundly monetized 
and to develop new means of financing commer- 
cial and consumer purchases in order to facilitate 
the distribution of the products of this plant. Life 
has gone beyond mere subsistence levels. Produc- 
tion was the first big problem. There is still room 
for improvement in this field and vast improve- 
ments are being made, but the economic frontier 
now seems to be in distribution and exchange, and 
it is our job to develop effective institutions, pro- 
mote sound industry, and stimulate our constantly 
rising standards of living—Claude E. Bennett, 
President, Pennsylvania Bankers Association, and 
President, Tioga County Savings and Trust Com- 
pany, Wellsboro, Pa. 
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The Question of a 


Capital-Deposit Ratio 


FF\HOSE who support an arbitrary 
10 to 1 deposit-capital ratio point 
out that the proportion of capital 

.o deposits in the banking system as a 

whole has been decreasing because net 

additions to capital funds have not 
maintained pace with the unprecedented 
increase in deposits. 


We all know that in recent years de- 
posits have increased tremendously as a 
result of the financing of the Govern- 
ment‘s deficits, the substantial importa- 
tion of gold due to our favorable bal- 
ance of trade and the influx of foreign 
funds seeking a haven in the United 
States. Critics contend, therefore, chat 
regulations should prescribe a mini- 
mum capital-deposit ratio for all banks, 
so that, regardless of the level of de- 
posits, a minimum amount of protection 
would be maintained. 


Without due deliberation the above 
argument appears to be a logical and 
admirable idea, but after full considera- 
tion we believe you will concur in the 
opinion that such a regulation would 
not only be far from logical, but would 
be a very superficial, possibly harmful, 
way of endeavoring to find a reasonable 
and satisfactory solution to this moot 
question.* 


_— 


*Recent reports of the FDIC set forth 
that approximately 98 per cent of the 
country’s total number of deposit accounts 
and 45 per cent of the total amount of de- 
posits are already insured against loss. 
Therefore, it would seem that the aim of 
any proposed regulation to increase the 
capital ratio resolves in large part into pro- 
tection of this corporation. 
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By T. H. GoLicHTLy 


Chairman, Sub-Committee on Ratio of 
Capital Structure to Deposit Liability, 
Illinois Bankers Association 


It is our purpose to try to show in 
this report that the proposed 10 to 1 
deposit-capital ratio would prove in- 
adequate in achieving a sound and rea- 
sonably capitalized banking system. In 
taking the stand that any arbitrarily 
fixed ratio between capital and deposits 
is not the answer, the following enum- 
erated points are presented in support 
thereof: 


1. A study of the cause of bank fail- 
ures made by the Federal Reserve Board 
fails to prove that the non-maintenance 
of any definite ratio between capital 
structure and deposits was a contribut- 
ing cause for the recent avalanche of 
bank failures. Furthermore, a study 
made of bank failures does not prove 
that the ultimate closing or failure was 
influenced by the bank’s ratio of capital 
structure to aggregate deposits. 

2. Banking history clearly shows that 
legislation has favored any such re- 
quirement in only a few states—out of 
the 48 states in the Union, only 10 have 
made any provision in their banking 
acts for the maintenance of any fixed 
ratio between capital assets and deposits. 

3. The English banking system fol- 
lows no fixed rules or regulations. Eng- 
lish banks are considered to be excep- 
tionally well managed and have long 
enjoyed a reputation for their sound- 
ness. Yet they have consistently oper- 
ated with low capital relative to deposits. 
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As of December 31, 1938, the average 
of the deposit-capital ratios for the ten 
leading English banks was 15.5 to 1. 

4. The management’s policy relative 
to the maintenance of the quality of 
assets is, and always will be, foremost 
in the protection of depositors’ and 
stockholders’ interests. This means 


that the question of capital adequacy 
must be approached from a qualitative 
rather than a quantitative standpoint. It 
is necessary, therefore, to appraise capi- 
tal in the light of the character and 
quality of the assets, rather than merely 
to measure it in relation to deposits. 


5. Under normal conditions the rela- 
tionship between capital assets and the 
total deposits will take care of itself 
Our national banking laws and the laws 
of our several states establish a ratio 
between the size of individual loans 
and the amount of capital and surplus 
of a bank. That is, a limit has been 
set as to how far an individual bank 
can go as regards the extension of credit 
to any one borrower. As the bank 
grows in total deposits, it, of course, 
wants to be able to transact a larger 
business. As a logical sequence, there- 
fore, it increases its capital structure so 
as to be able to do so. 


Protection Relatively Unimportant 


6. Protection given by additional capi- 
tal is relatively unimportant and an ex- 
cessive capital structure may be a source 
of weakness. A bank’s capital needs are 
much more dependent on the use the 
bank is making of its deposits than on 


‘‘The results of our research 
and study have invoked in our 
minds the belief that any at- 
tempt to establish a mandatory 
deposit-capital ratio may prove 
more harmful than helpful to 
banking and the public which 
it serves,’’ states Mr. Golightly 
in the recently issued report by 
his committee, a portion of which 
forms the accompanying article. 


the amount of its deposit liability. Un- 
questionably, a bank with more capital 
than it can readily use is in a disadvan- 
tageous position as regards earnings. It 
is highly desirable for our banking 
system as a whole to show earnings on 
its shareholders’ investments so that 
when additional capital is needed it 
can be obtained. This can only be 
brought about through a continuous 
record of reasonable and fair earnings. 
There is another point to consider also. 
The credit standing of each individual 
bank is affected by its ability or inabil- 
ity to make reasonable profits from its 
business. Assume that the capital of a 
bank is increased and it is found that 
there is no demand for the additional 
capital from a business standpoint, then 
the bank will not be able to show rea- 
sonable earnings on the capital invested, 
which is not a good thing for the bank 
and the management might, by reason 
of restricted earnings, be tempted to 
use the bank’s funds in a way that will 
allow greater profits but would not be 
as safe as good banking practice de- 
mands. 

7. The reason why there is at the 
present time a high ratio of deposits is 
quite independent of need for additional 
capital. When there is a demand for 
more loans from the bank, brought 
about by sustained improvements in 
business, then the bank for self interest 
will take steps to increase its capital 
structure. As a natural sequence, sus- 
tained business activity will make it 
much easier for the banks to raise addi- 
tional capital than at the present time. 

8. The establishment of an artibrarily 
fixed ratio is both inadequate and 
unfair. So many different factors enter 
into the amount of capital assets any 
bank should have that there can be no 
set rule laid down which would afford 
a reasonable assurance as to the safety 
of the banks generally, or that could 
be regarded as fair to all banks. 


More Desirable Procedure 


9. A suggested way of establishing a 
more equitable ratio and a more desir- 
able procedure for protecting deposits: 
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We will assume for purpose of discus- 
sion a fixed and arbitrary ratio is es- 
tablished. Certainly cash assets and 
United States Government securities 
should first be deducted from the total 
liability before the ratio is applied. 
Unquestionably one will agree that de- 
posits which are kept by a bank in the 
form of cash assets or invested in Gov- 
ernment securities need no margin of 
security. Under such a rule, in case 
leposits increased at a greater rate than 
‘he increase in capital structure, then 
he bank in question could accept the 
‘eposits and keep them in the form of 
ash assets or Government bonds, which 
ertainly would be preferable to refus- 
‘ng to the new depositors the privilege 
{ doing business with the bank. In 
ther words, a bank would be restricted 
to the extent that it could not invest 
‘except in U. S. Governments) that por- 
iion of its deposits which exceed the 
established ratio in its instance. 

As previously mentioned, it is impos- 
sible to provide in a satisfactory manner 
for the adequacy of capital by the 
adoption of any fixed ratio between 
capital assets and deposits applicable 
‘o all banks alike. If the supervisory 
authorities have not sufficient power to 
control this situation then the power 
and authority should be granted. With 
this power and authority the banking 
authorities could then consider the posi- 
tion of each bank; that is, what are its 
liabilities, the nature and amount of its 
assets, the extent of its credit obliga- 
tions to its customers, and other per- 
tinent facts. After this analysis has 
been made and the conclusions are that 
this one phase of the protection afforded 
depositors is not considered adequate, 
two alternatives could then be placed 
before the owners of the bank. That is, 
either require extra capital or more 
than the average liquidity, if the latter 
course would not interfere with the 
carrying out of the bank’s credit obliga- 
tions. Under such a system of super- 
visory control the interest of the de- 
positors can be adequately safeguarded 
and at the same time each bank can be 
lairly treated. 
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Possible Loan Deterrent 


10. The maintenance of a high ratio 
of capital structure to deposits followed 
by a liberal loan policy is not sound. 
The capital structure of the banks in 
the country has been materially in- 
creased during the last year as the result 
of the purchase of preferred stock and 
capital notes of banks by the Recon- 
struction Finance Corporation and yet 
during this same period the liquidity of 
the banks has increased, or, in other 
words, less money is being put out in 
loans. The amount of loans has de- 
creased notwithstanding the fact that 
there has been an increase in the capital 
structure. 

It is not a correct assumption that 
banks will loan more liberally if they 
have a larger capital account. All 
bankers in making loans expect to have 
some losses and these losses they expect 
to take care of out of their surplus earn- 
ings. The larger their earnings the 
greater freedom they would have in 
making loans where losses might be in- 
curred because the officers of the bank 
making the loans would feel that if 
there were losses they could easily be 
absorbed by earnings. 

Liberal reserves out of which losses 
might be taken might affect the loaning 
policy but not an increase in its regular 
capital account. Compelling a_ bank 
arbitrarily to increase its published 
capital assets to meet a set ratio to its 
deposits would, as a matter of fact, 
where the additional capital could not 


Members of the Illinois Bank- 
ers Association sub-committee 
appointed to make a report on 
ratio of capital structure to de- 
posit liability included: 

T. H. Golightly, Chairman; 
President, Madison - Crawford 
National Bank, Chicago; 

C. F. Wacker, Vice-President, 
LaSalle National Bank, LaSalle; 

Harry A. Johnson, Cashier, 
Third National Bank, Rockford. 





be profitably employed, tend to make 
the bank more cautious in its loans for 
the following two reasons: (a) the cost 
of obtaining the new capital, whether in 
the form of dividends or interest, would 
have to be paid out of earnings, thus 
leaving less earnings to absorb losses; 
(b) a bank in order to increase its 
capital might deplete its reserves and 
the absence of reserves out of which 
losses could be paid would tend to 
make it more cautious in its loans. 


11. There are many factors to be 
considered on the present economic and 
financial horizon which cannot be pre- 
determined in any endeavor to establish 
a fixed relationship between capital 
structure and deposits. At the present 
time the banks know the relationship 
that exists between their capital account 
and deposits; however, this relationship 
can be entirely thrown out of line by 
any one of the following: inflation, 
credit expansion, increased velocity in 
the circulation of money, continued in- 
creases in Government’s total borrow- 


ings, currency devaluation—both do- 


mestic and foreign. 


Suggested Formula 


While we do believe that there should 
be some percentage relationship between 
capital funds and total deposits, this 
ratio should not be established on an 
arbitrary uniform basis. Our sugges- 
tion is that, after deducting from total 
deposits cash assets and United States 
Government securities, four percentage 
factors be considered before arriving at 
a ratio of capital structure to total de- 
posits for an individual bank or a group 
of banks falling in a similar classifica- 
tion by reason of the comparative close- 
ness of the first four ratios. 

The first ratio to which we would give 
proper weight would be the reserve re- 
quirements—that is, does the individual 
bank or group of banks classify as a 
central reserve city, reserve city, or 
country bank.* 


*In this connection we cannot overlook” 


the fact that today banks in central reserve 


310 


Second, what the management’s 
policy is with reference to its investment 
portfolio after eliminating United States 
Government securities, and in what per- 
centage is this portion of the investment 
portfolio to the capital structure. A 
proper analysis of the bank’s investment 
portfolio, of course, involves maturity 
and quality. What is the percentage of 
Governments to total investment port- 
folio? 

Third, what is the bank’s management 
policy with reference to its loans and 
discount portfolio and what percentage 
does this bear to the total capital struc- 
ture? 

Fourth, fixed assets ratio to capital 
funds. 

Under one, above, a variable allow- 
ance must be made (in order to prop- 
erly consider in the reserve require- 
ments) for the character of deposits 
maintained by the bank. In som: 
banks, because of extraordinary large 
deposits, seasonal shifts in funds or 
general activity of. regular customers, 
reserve requirements would have to be 
maintained to take care of these 
variables. 

Under two, above, would come the 
question of making due allowance for 
short-term or long-term investment 
policy which, in turn, would entwine 
with the question of percentage of de- 
mand deposits to total deposits. This 
in turn involves a comparative study 
and analysis of an individual bank’s 
cash or primary reserve requirement 
and, in addition, allowance must be 
made for an estimate of the manage- 
ment’s credit or loan policies which, as 
we all know, are subject to review at 
least twice a year. 





cities (proportionate increases for reserve 
city and country banks) operate on a 223 
per cent reserve basis, as compared with the 
old requirement of 13 per cent of demand 
deposits. Specifically, this means, for every 
one-dollar of deposit increase approximately 
23 cents must be kept on deposit with the 
Federal Reserve Bank. This is the required 
reserve; however, in addition to this legal 
reserve, most banks have built up high ex- 
cess reserves at their local Federal Reserve 
Bank. 
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Taking Stock of the 


Mortgage Portfolio 


F we assume that many of the im- 

portant factors which have de- 

creased real estate valuations in this 
country are here to stay—such as 
vopulation stabilization in many areas 
—and if we reject the proposition of 
counting wholeheartedly on economic 
recovery or inflation to solve our pres- 
ent riddles—what can be done to im- 
prove our knowledge and our approach 
to the mortgage business? 

My employers. the Bowery Savings 
Bank, sought, last year, a method of 
ireshly evaluating our mortgages. 
Wholesale “dollar-appraisal® of all of 
our investments would have given us 
only another set of figures based on 
current earnings and subject, of course, 


‘‘The time has come when 
American lending institutions 
can no longer neglect the study 
of the American communities 
which are the security for their 
mortgage investments. By con- 
sideration of the facts and 
trends, it is not only possible to 
Tecognize conditions today as 
they realistically exist, but it is 
often quite possible to anticipate 
trouble and deal intelligently 
with it before the future reaches 
us,’”’? states Mr. Allen in the 
accompanying portion of his 
recent address before the ABA 
Regional Conference in New 
York City. 


By Frep H. ALLEN 


Mortgage Analyst, Bowery Savings Bank, 
New York City 


to individual differences of opinion on 
the part of professional appraisers. 
Besides, we wanted a more long-term 
picture of our holdings and a program 
to follow in the near future. So we 
embarked on a thoughtful and pains- 
taking study of our mortgage loans 
which, although not yet finished, has 
already had striking results insofar as 
our own attack on this problem is con- 
cerned. 

Starting from the point of view that 
the economic and demographic back- 
ground of the buildings, homes, and in- 
dustries in which we had invested was 
all-important to the security of our in- 
dividual loans, we made a county-to- 
county survey of current conditions. 
Disregarding our own mortgages, we 
classified each county according to the 
real estate condition of its residential 
or industrial structures. We were thus 
able to superimpose our own mortgage 
portfolio against a community picture 
and classify it according to community 
conditions, showing blighted, transition, 
static, as well as improving areas. 

This evaluation of existing real estate 
in established areas was a part of an 
investment background with which we 
had never before been equipped. 

The detailed breakdown and studies 
which were further made of the port- 
folio itself are too numerous to men- 
tion here—but they all contributed to- 
wards giving us a clear program of 
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what to do and of what steps to take. 
Starting with the most important com- 
munity or investment problems first, the 
bank can now take the strong initiative 
in dealing with its mortgagors because 
we are equipped to anticipate trouble, in 
many cases before the owner recognizes 
it. 

We realize that we have only 
scratched the surface, and we are hope- 
ful that many more comprehensive 
studies will be undertaken in the near 
future. 


Study of American Communities 
Needed 


One leading thing we have learned— 
and that is that the time has come when 
American lending institutions can no 
longer neglect the study of the Ameri- 
can communities which are the security 
for their mortgage investments. By con- 
sideration of the facts and trends, it is 
not only possible to recognize conditions 
today as they realistically exist, but it 
is often quite possible to anticipate 
trouble and deal intelligently with it 
before the future reaches us. Amortiza- 
tion, as it is applied today in the rule- 
of-thumb method, may show its weak- 
nesses some day—and a more flexible 
and informed program of dealing with 
our mortgage investment problems can 
certainly be attained. 

There are several thoughts which may 
have great influence on the mortgage 
portfolio of the future: 

First, is the interesting proposition 
that mortgage lending may be con- 
trolled, in the future, according to 
actuarial standards of experience. This 
plan would be designed to protect the 
small borrower from rates which ap- 
pear excessive considering the security 
of many small loans. I imagine that 
it will be also considered to answer the 
charge that the largest mortgage loans 
with the greatest risk often receive the 
lowest rates. 

Second, is the reconstruction of some 
of our older communities which we are 


facing for the first time in our history. 
The savings banks will be asked—in- 
deed, they are already being asked, in 
this state—to contribute aggressively 
to this movement which is needed to 
stem the tide of decentralization and 


blight. 


Third, is the proposition today that 
banks create and construct their own 
buildings, eliminating speculative build- 
ers and loaning competition, 

And, fourth, is the consideration of 
city and neighborhood planning com- 
missions which are growing up every- 
where, often with strong, legal powers. 
Many of these groups seek the advice 
and codperation of community institu- 
tions today and many, because the) 
claim not to have found codperatior 
among banks, are sponsoring legisla- 
tion which will have direct and heavy 
effect on mortgage portfolios. 

In short, we are about to re-plan ou: 
communities. The effect on our presen! 
mortgage investments is apparent. | 
think that this movement makes more 
complex our existing problems and 
presents a challenge to every saving: 
bank in this country. 


Banking Leadership Needed 


I believe that the leadership in these 
great problems of real estate today 
should fall, not on the social workers. 
the Chambers of Commerce, the small 
pressure groups, but on the responsible 
trustees of the wealth which is invested 
in real property and which will suffer 
most heavily by further disorganization. 

If the present and future security of 
thrift and insurance funds depends 
largely on the mortgage portfolios, why 
shouldn’t the employed representatives 
of savings depositors take the initiative 
in protecting the real estate security? 
Is this not an excellent time for all of 
us to take stock of our present invest- 
ments and their relation to our own 
community, and plan more soundly for 
our future? 
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IN WASHINGTON 


By Our WaAsHINGTON CORRESPONDENT 


A NOTHER survey of the complex- 
‘+ ities of Government bank supervi- 
sion is partially completed. The 
-vecial Attorney General’s Committee 
on Administrative Procedure has made 
public the first of a series of mono- 
vraphs covering not only the agencies 
vrimarily affecting banks but also sev- 
al others which relate to allied mat- 
irs, such as labor problems. This com- 
ittee had its genesis during the office 
‘enure of Attorney General Cummings 
who, receiving the results of a study of 
judicial procedure, suggested to Presi- 
dent Roosevelt that a similar study be 
iuade of executive procedure encom- 
passing all the establishments of the 
kederal Government. 

The two reports thus far made pub- 
lic considered the Federal Reserve Sys- 
tem and, in a combined monograph, the 
Federal Deposit Insurance Corporation 
and the Comptroller of the Currency. 
In the first, present Federal bank super- 
vision was called a “crazy-quilt,” “be- 
wildering and confusing.” Pointedly, 
the committee, of which Dean Acheson, 
former Undersecretary of the Treasury, 
is chairman, states, “the banks them- 
selves are frequently confused,” because 
“there are so many consultants involved 
when the patient falls ill that death 
may well outrun the agreement on the 
cure.” The report on the FDIC and 
the Comptroller was less critical, em- 
phasizing especially the lack of com- 
plete information furnished when an 
application for a charter or for bank 
deposit insurance is denied. It says 
there should be “an unwavering require- 
ment” that “adverse decisions” be fully 
stated, with “opportunities for confer- 
ence.” 


“ouching on the powers possessed by 
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the Comptroller of the Currency, the 
document says that “the paradox in the 
situation is that the sanctions are so 
compelling that the authorities almost 
never use them. Because the banks are 
so important in an industrial-commer- 
cial economy, compulsive steps which 
might shake confidence are withheld. 
Although there is in fact an iron hand 
within the velvet glove of the banking 
authorities, the glove is seldom re- 
moved.” 

Although the whole field of govern- 
mental procedure is within the purview 
of the Attorney General’s committee, 
whatever criticism is developed relating 
to the banking agencies, may be ex- 
pected to come before the Wagner Study 
Committee. Before then there will be 
hearings on these reports with oppor- 
tunities for participation by organized 
banking. Whether the bankers will par- 


ticipate is not, as yet, known. 


Bank of America Controversy 


After nearly two years of disagree- 
ment, of public statements and charges 
of persecution, the Comptroller of the 
Currency and the Bank of America, 
N. T. & S. A., have, apparently, reached 
an accord. While officials of the Treas- 
ury Department declined to comment, 
it is evident that they are gratified that 
this case is well on the road to a settle- 
ment. During the process of discussion 
over a large number of technical mat- 
ters, the Comptroller’s Office went 
through several changes, some of which 
were certainly induced by the contro- 
versy. To some extent at least, the 
Office lost much of its independence to 
the Secretary of the Treasury. How- 
ever the contest with the Gianninis was 
not settled by the latter; the Comp- 
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troller finding it necessary to press for 
a compromise. 

The ten points published by the Bank 
of America, as the requirements of the 
Comptroller, were quite unlike some of 
the earlier intimations. While certain 
technical differences have been agreed 
to, nothing in the ten points concerns 
either bank management or dividend 
policy or, for that matter, the extension 
of branch banking. The nation’s fourth 
largest bank will continue to be the pre- 
mier exponent of branch banking. 


Wagner Study 


The probabilities that the Senate 
Banking and Currency Committee will 
begin soon its study of banking and 
monetary problems under the terms of 
the Wagner Resolution, are still sub- 
jects of conjecture. Senator Wagner, 
author of the Resolution and chairman 
of the committee, still insists that the 
program will get under way. He denies 
that the White House is seeking to in- 
terfere or see the matter postponed. 

One definite obstacle now seems to 
be delay in the choice of a counsel or 
an economist who would be expected to 
arrange for hearings and lead out in the 
conduct of discussions. Three men have 
been mentioned for the task: Marcus 
Nadler, New York University Professor 
of Finance; Peter Nehemkis, special 
counsel for the Securities and Exchange 
Commission; and Winfred Rieffler, of 
the Advanced Study School, Princeton. 
Prof. Rieffler has frequently been in 
Washington in connection with mone- 
tary matters. In addition to these 
three, a Southern university authority 
is known to be under consideration. 


To Consider Monetary Problems 


This Committee, under its authority, 
could consider some of the monetary 
problems now pressing. Senator Town- 
send has sought to discourage or elim- 
inate further purchases of foreign silver. 
Other Government authorities are con- 
cerned over the inflow of gold. The 


Federal Reserve Board’s economists 
have frequently mentioned the matter, 
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plainly intimating that something 
should be done about it. A so-called 
study of “excess savings” is desired by 
Senator Downey who is anxious that 
some of the accumulation of private 
funds be put to work. These and many 
other subjects are within the scope of 
the Wagner Resolution. 


Republican Platform 


The published outline of a Republi- 
can platform, as developed by Glenr 
Frank, recognizes the need for a 
“monetary and banking commission, 
which suggests that if the present Ad 
ministration fails to tackle the problem 
and the party is not returned to power, 
another year may see a new slant given 
to the whole matter. Some bankers have 
favored doing something but man. 
others are hesitant on the assumptio: 
that it is safer to do nothing than to 
stir things up on the monetary ané 
banking front. 


Steagall FDIC Bill 


Congressman Henry Steagall, chair 
man of the Banking and Currency Com- 
mittee of the House, believes that de- 
posit insurance is here to stay. The 
permanence of the idea was discounted 
a few short years ago. In fact, even 
Chairman of the FDIC Crowley called 
the Act an experiment a little more 
than two years ago when he testified 
before a Committee. 


Chairman Steagall has introduced a 
new FDIC bill which includes about 
every suggestion for Act changes that 
has recently been made. About the 
only one left out is that of Senator 
Byrnes who offered a bill exempting 
interbank deposits from assessments. 
Since that measure was passed by the 
Senate, it is possible that it may: yet 
find itself an amendment to the new 
Steagall bill. There would be some 
changes in percentages, however. 

This omnibus banking measure of 
Rep. Steagall would lower the assess- 
ment rate from one-twelfth to one-four- 
teenth of 1 per cent; would increase 
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the maximum of deposit insurance from 
$5,000 to $10,000; provide for insur- 
ance by the FDIC of public funds up 
to the $10,000 limit; remove the 
Comptroller of the Currency from the 
Board as an ex officio member, and 
provide for a $5,000,000 home for the 
Corporation. 

Any piece of legislation bearing the 
name of the chairman of a Congres- 
sional committee, is reasonably assured 
co! reaching the hearing stage if not 
actual enactment into law—unless, of 
course, the chairman changes his mind. 
ji this instance Chairman Steagall has 
already said that he expected action at 
this session. To him, the FDIC is the 
i,,0st important creation of the Govern- 
ment in the last seven years. 


Small Business Loans 


About all of the cards have been laid 
on the legislative table in behalf of 
some new legislation designed to make 
credit easier for small or medium sized 
husinesses and industries. There are, 
at this writing, an even half-dozen bills 
awaiting action in Senate and House. 


The procedure now is to press for hear- 
ings before the House Committee. 
Lately, Senator Pepper, Florida, in- 
troduced a version of the Mead pro- 
gram which embodies the Industrial 


Loan Corporation. There has been a 
slight change to meet the objections of 
Secretary of the Treasury Morgenthau. 
The Pepper Bill, offered after Senator 
Mead had worked out the details, would 
provide for loans up to $25,000 up to 
10 years, for capital purposes and for 
new businesses, and for loan insurance. 
The Industrial Loan Corporation would 
be established, but only for purposes of 
coordination and promulgation of rules 
and regulations applicable to the Fed- 
eral Reserve banks which are author- 
zied to make the loans or authorize 
them through local banks. 


Farm Credit 


The Farm Credit Administration is 
struggling through a purge. Farmers 
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must have easier credit and easier 
terms, is the slogan of the Department 
of Agriculture which now controls the 
FCA. Some of the older officials have 
resigned rather than accept the dictum. 

Farmer organizations are showing 
fight. They do not agree that easier 
credit is needed, but rather better 
marketing. Secretary Wallace shows 
no inclination of changing his an- 
nounced program. He insists that he 
is not “softening” credit even though 
he talks about credit for social needs. 
Perhaps the imminence of an election 
is somehow connected with these 
matters ? 

Albert S. Goss, land bank commis- 
sioner who resigned, declared that “the 
distinct tendency is toward a type of 
so-called credit in which personal re- 
sponsibility is denied, loans are made 
to everybody, no adequate margin of 
safety is provided and the Government 
pays the loss whenever the borrower 
wants to quit paying.” 

The FCA purge reached Congress 
where outcries were made but it is 
unlikely that anything definite will be 
done about it. Instead, there are sev- 
eral bills pending to reduce FCA in- 
terest rates. 

© 


THRIFT TEACHING ESSENTIAL 


EssENTIALLY the western _ technical 
world faces two alternatives today. On 
one hand it can educate the mass of 
the people sufficiently well to under- 
stand the importance and working of 
saving ‘and thrift in modern industrial 
society. Or else it can refuse to do this 
and create a condition into which some 
arbitrary dictator will step to decide 
upon the amount that must be saved 
and the channels into which that sav- 
ing should flow. You will either teach 
about thrift in your schools, or else you 
will wind up with a dictator making 
decisions arbitrarily about saving.— 
Harold F. Clark, Professor of Educa- 
tion, Teachers College, Columbia Uni- 
versity, New York. 





Federal Legislation Pending 


FDIC Extension 


Bill introduced by Representative 
Steagill (Florida) H. R. 8638. 


Provides for various amendments of 
section 12B of the Federal Reserve Act, 
which deals with the Federal Deposit 
Insurance Corporation. These amend- 
ments would include: elimination of 
the requirement that one of the mem- 
bers of the FDIC Board shall be the 
Comptroller of the Currency; increase 
of insurance coverage to deposits of 
$10,000 instead of $5,000; provision for 
insurance of public funds up to $10,000 
limitation; change of assessment rate 
for insurance to one-fourteenth instead 
of one-twelfth of one per cent per an- 
num; authorization for the FDIC to 
acquire a site and construct a building 
for its use in Washington, D. C.; and 
addition of a paragraph to section 12B 
as follows: “No insured bank shall, di- 
rectly or indirectly, charge to or collect 
from depositors therein any amount 
paid or to be paid by such insured bank 
as an assessment to the Federal Deposit 
Insurance Corporation under the pro- 
visions of this section. Any contract 
between any such insured bank and any 
depositor or depositors purporting to 
authorize charges or payments which 
are prohibited by this paragraph is 
hereby declared to be against public 
policy, illegal, and void.” 


FR Industrial Loans 


Bill introduced by Senator Mead 
(New York) S. 3343. 


Provides for amendments to section 
13b of the Federal Reserve Act, which 
relates to authority granted Federal 
Reserve banks to make loans to, or pur- 
chase obligations of, established indus- 
trial or commercial businesses when it 
appears that such businesses are unable 
to obtain requisite financial assistance 
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on a reasonable basis from the usual 
sources. 

This bill would broaden the extent of 
these powers, replacing the term “estab- 
lished industrial or commercial busi- 
ness” with “business enterprise.” And 
in the paragraph dealing with the 
obligation of a financing institution to 
the Federal Reserve bank when the latter 
discounts or purchases the obligation cf 
any such business enterprise from the 
former, the obligation would be reduce | 
to 10 per cent of “any loss which may 
b sustained” instead of 20 per cent. The 
section dealing with the aggregate 
amount of loans, advances, and commi - 
ments of the Federal Reserve banks 
outstanding under this section at any 
one time, plus the amount of purchas«s 
and discounts under this section, is als> 


amended. 


Industrial Loan Corporation 


Bill introduced by Senator Pepper 
(Florida) S. 3511. 


Proposes creation of an “Industrial 
Loan Corporation,” which “may desig- 
nate and utilize as its agents for the 
performance of its functions any or ail 
of the Federal Reserve banks . . . may 
establish branch offices, or may desig- 
nate and utilize other persons or other 
existing institutions as its agents for 
the performance of its functions.” 

This corporation would be authorized 
“to make commitments to discount for 
or purchase from a financing institu- 
tion obligations of such a business and 
to make commitments to make loans to 


_a financing institution on the security 


of such obligations, provided that the 
Corporaion shall not acquire or loan 
against or commit itself to acquire or 
loan against any such obligation which 
has a maturity exceeding ten years, and 
each such obligation shall provide in a 
manner satisfactory to the Corporation 
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for installment payments sufficient to 
amortize at least 40 per cent of the 
principal amount within a period of 
ten years. The aggregate amount 
of the obligations of any one commer: 
cial or industrial business which the 
Corporation is under commitment to 
discount, purchase, or loan against ..... 
shall not exceed $25,000 at any one 
cime.” 

The corporation would be authorized 
» borrow from any Federal Reserve 
‘ank on promissory notes having) ma- 
urities of not more than four months, 
ond which were secured to the satisfac- 
ion of such Federal Reserve ‘bank. It 
‘,ould be authorized to “set aside such 
-nount of its capital or surplus as_ it 
ay deem advisable as an insurance 
fund, for the purpose of insuring banks 

whose deposits are insured under sec- 
tion 12B of the Federal Reserve Act, 
against losses which they may sustain 
upon obligations which they may 
cquire . . . from any commercial or 
industrial business for, the purpose of 
providing funds to such business.” The 
corporation could prescribe. limitations 
on the rate of interest borne by an in- 
sured obligation, on the amount. of 
obligations insured for any one bank, 
on the types of obligations insured, and 
on the percentage of the total amount 
of the obligations of any type acquired 
by any, one bank to which the insurance 
would apply. No such insurance would 
be granted. “to any one. bank with re- 
spect to outstanding obligations of one 
obligor , which , exceed $25,000 in 
amount,” and.each such insured obliga- 
tion would provide for amortization by 
payments. which would, extinguish | the 
debt secured thereby within a period of 
not exceeding ten years. 

The management of the corporation 
would -be vested,,“‘in a board ,of direc- 
tors consisting of the members of the 
Board of Governors of the Federal Re- 
serve System, and the- chairman ‘and 
vice-chairman of the board of directors 
shall be; the chairman and_vice-chair- 
man, respectively, of: the said Board of 
Go vernors.; 

Provision is made for the dissolution 
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of .the corporation. “whenever it shall 
appear,,to. the! Board of Governors of 
the, Federal, Reserve System, either. by 
reason of a decrease in the volume; of 
the operations of the (Corporation. or 
otherwise, that there is no longer a 
reasonable need” for, its. continuance. 


Surplus Gold Act 


Bill introduced by Senator Thomas 
(Oklahoma) S. 3510. 


Proposes to: expand..the power and 
functions of the existing Export-Import 
Bank of .Washington to the end that 
such bank may either sell or loan any. 
portion of our surplus gold to approved 
central banks and.governments of other 
nations. 

The expanded. bank would, in effect, 
be .a world bank under the direct 
management of the Federal Loan Ad- 
ministrator and the functions of the 
bank would be under thesupervision of 
a board to consist of the President, the 
Secretary of State, the Secretary of the 
Treasury, and the Chairman of the 
Board. of Governors of the Federal Re- 
serve System, 


The bank would be empowered: “(1) 
to sell any unobligated or unencumbered 
gold coin or bullion belonging to the 
United States; (2) to make loans of 
any such gold coin or bullion ‘to the 
central banks of foreign countries upon 
such security as the board may approve 
as satisfactory; (3) to accept the cus- 
tody of gold for the account of such 
central banks; (4) to make advances to 
such central banks against gold, bills of 
exchange, other short-term obligations 
of prime liquidity, as determined by the 
board, or other securities approved by 
the board; (5) to open and maintain 
current or deposit accounts with such 
central banks; (6) to accept deposits 
from such central banks on current or 
deposit accounts; (7) to accept de- 
posits in connection with agreements 
entered into between the Export-Import 
Bank of Washington and such central 
banks: for the purpose of carrying out 
international, agreements or settlements 
to which the United States is a party; 
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and (8) to accept such other deposits 
as, in the opinion of the board, will aid 
in accomplishing the purposes of this 
Act.” 

No loan would be made to a central 
bank unless it, or the foreign govern- 
ment it represented, entered into “an 
agreement satisfactory to the board to 
fix a definite gold content for the mone- 
tary unit used by such bank or govern- 
ment, and to maintain such monetary 
unit in terms of gold as a basis for all 
exchange transactions entered into by 
such bank or government.” 

Proceeds derived from sale of gold 
and profits from gold loans or any other 
activities of the bank would go to the 
Treasury as miscellaneous receipts. 


The Secretary of the Treasury would 
be authorized “to provide for the 
coinage of gold coins, in an aggregate 
amount not to exceed $2,000,000,000, 
out of any unobligated and unencum- 
bered gold belonging to the United 
States: Provided, that the gold now set 
aside and held in the stabilization fund 
may be coined as herein provided. Such 
coins shall be of such design as the 
Secretary shall approve, and each such 
coin shall contain one ounce of pure 
gold or four hundred and eighty grains 
troy weight and five hundred and thirty- 
three and seven twenty-firsts grains of 
gold nine-tenths fine, and shall state 
the weight and fineness of the gold con- 
tained therein and the value thereof in 
dollars and shall be legal tender for all 
debts, public and private.” 

Shou!d the board decide that the best 
interests of the U. S. demanded the sale 
or loan of more gold than was unob- 
ligated at the time, it would be auth- 
orized “to secure the release of gold in 
the possession of the Treasury by reim- 
bursing the Federal Reserve System or 
any bank in such system and thereby 
securing the return to the Treasury of 
gold certificates heretofore issued 
against such gold and the Treasury is 
hereby authorized to make payment to 
any such Federal Reserve bank out of 
any funds not otherwise appropriated.” 

The primary objective of this bill, 


according to a statement issued by 
Senator Thomas, is the formation of a 
program for meeting the gold problem 
—-providing a plan for its use and redis- 
tribution. Additional objectives _ in- 
clude: the stabilization of currencies, 
the expansion of world trade, the in- 
troduction and establishment of the 
gold ounce as a world monetary unit, 
and the use of our financial and 
economic power as an influence for 
permanent peace among the nations of 
the earth. 
© 


THE BOND ACCOUNT 


THERE persists a feeling that banks los: 
their shirts in the period of the 192° 
deflation because they owned bonds. 
This feeling springs from the recollec- 
tion of the manipulation and over-selling 
of the 20’s. Just as the reputation o: 
all bankers has suffered because of the 
acts of a few, a stigma has fallen on 
the investment account because of the 
glaring errors of a few banks. This at 
titude toward the investment account is 
not justified by the record. In the ten 
year period ending June 30, 1938, al! 
national banks had a loss, less profit 
and recoveries on investments, of 0.36 
per cent per year on each dollar in- 
vested. In the same ten year period 
their loss less recoveries on loans was 
1.44 per cent on every dollar loaned. 
Our bank in the ten years ended 1938 
had a net capital gain on investments 
before interest received from them. At 
the end of this period we had a sub- 
stantial market appreciation over cost 
as a cushion or reserve. We are neither 
brilliant, exceptional nor lucky. The 
result is, I think, due to the application 
of a simple and a fundamentally sound 
plan of investment. Without a bond 
account, we would be without net earn- 
ings, as I suspect all of you would be. 
The bond account is with us—with some 
by choice and with others by force of 
the accumulation of deposits and the 
lack of supply of loans.—H. Y. Offiit. 
Vice-President, First National Bank, 
Leuisville, Ky., in a recent address. 
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ON THE WEST COAST 


By JoHn FaRNHAM 


HEN it comes to service charges, 

Western bankers are by no means 

unanimous on the subject of 
netered fees. Several of the large San 
“rancisco banks are sticking to a simple 
-harge of a dollar a month on accounts 
whose balances fall below $100. Others 
cre metering their charges. Out in the 
country there seems to be a tendency 
oward standardization of fees on a 
metered basis with the ultimate goal of 
ziving the entire state the same sched- 
ule of charges. Yet at the same time 
any banks (mostly the more aggres- 
sive ones) insist that they will never 
put in metered service charges. It may 
be that in the long run these latter in- 
stitutions will force a general abandon- 
ment of the metered service charge in 
California, perhaps in other Western 
States. Although cost-accounting-con- 
scious bankers may not realize it, the 
debate between those who would, and 
those who would not, assess a metered 
charge on checking accounts is not il- 
logical on the West Coast. 

The service charge was first put into 
general use in the East shortly after 
the war as a kind of punitive measure 
aimed at the small cheeking account 
customer. There wasn’t any real idea 
that it would produce revenue. Then 
came analysis and per item charges. 
The purpose was still largely punitive, 
although the thought of revenue began 
to enter in. All this time the West kept 
strictly away from the service charge 
idea, although at about the time analysis 
came to the East, the West began ex- 
perimenting with a flat charge on ac- 
counts which fell below a stated mini- 
mum. The deflation of the early 1930’s, 
\RA and the continuous barrage laid 
down by the American Bankers Associa- 
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tion in favor of charges stimulated the 
spread of the metered charge idea and 
made its adoption pretty general except 
in a few Far Western States. Bankers 
in these still resisted and have continued 
to resist down to the present. There 
is logic in their position, if the basic 
reasons for service charges are consid- 
ered. First of all the service charge 
tends to deter the use of a checking ac- 
count on the part of persons who do 
not absolutely need it. Second, it is 
designed to create revenue to replace 
slackened earnings in the loan account. 
Hence, if a banker does not need such 
additional revenue and does not want 
to deter any part of the public from 
using a checking account, then the serv- 
ice charge is not good business. The 
long range effect of service charges will 
be to contract the use of banking fa- 
cilities. It can not be otherwise and 
hence any banker with his eyes fixed 
on expansion, as is the case with many 
Westerners, will stand against a service 
charge, regardless of what cost account- 
ants tell him. The expansionist is by 
nature an optimist, the cost accountant 
is a born pessimist and there is no way 
that the two can be brought together. 
It is therefore unlikely that there will 
be any unanimity of opinion on service 
charges in the West for a long time to 
come. 


Stock Exchange Service Charges 


In this connection it may be pertinent 
to note that, by way of the New York 
Stock Exchange, the question of service 
charges hit the “Streets” along the 
Coast recently. The Big Board gover- 
nors put into effect as of March 1 a 
ruling requiring customers using cash 
accounts to pay standardized fees for 
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incidental services rendered them. Im- 
mediately there were attacks on the 
program in local quarters and the 
San Francisco Stock Exchange, which 
originally set up approximately the 
same set of service fees to go into effect 
also on March 1, backed away almost 
at once and announced that its service 
fee order would be suspended. Lon 
Hughes, financial editor of the San 
Francisco Examiner, was perhaps 
mainly responsible for the local sus- 
pension order, because he went after 
the service fees with both hands. His 
arguments could have been based on 
sounder points, but he was right none 
the less in his attack. 

For, whatever the justice of a service 
fee on cash accounts may be in the 
East, such a thing doesn’t make sense 
in the West. Trading is relatively light 
in the West, if for no other reason than 
that the time element makes trading dif- 
ficult. During the winter the New York 
market opens at seven o’clock Coast 
time and in the summer at six. That 
is a little early to get up and hence Far 
Westerners aren’t the addicts of the 
market that Easterners often become. 
The investor, usually a cash customer, 
has a tendency to use the Western ex- 
changes, which are open during normal 
working hours. To increase this busi- 
ness has been a definite goal on the 
Coast. It would be like undoing all the 
institutional promotion done over the 
past three years to put a service charge 
into effect now on the Western boards. 


State Charter Trend 


It has long been the practice in Cali- 
fornia country banking for the same 
management to operate two banks—one 
under state charter to handle a savings 
business. the other under national 
charter for the use of commercial cus- 
tomers. A break in this system came 
the first of March with the announce- 
ment that henceforth the business 
formerly conducted by the Sebastopol 
National Bank, the Analy Savings Bank 
and the Bank of Guerneville will be 
consolidated under the name of the 
Bank of Sonoma County, with offices at 
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Sebastopol, Forestville and Guerneville. 
There is no change either in ownership 
or management and no additional capi- 
tal. The move is merely a matter of 
simplification. It may be followed by 
similar moves in other quarters. It is 
mainly significant because, as in the 
above case, managements are likely to 
prefer state charters for their institu- 
tions rather than those of national 
origin. There are a variety of reasons 
for this preference, but one of them is 
the fact that the authority of the Comp- 
troller of the Currency has been cur- 
tailed under the New Deal, and this has 


not set well with bankers on the Coast. 


Mortgage Portfolio Policy 


Although there has been little or no 
slackening in Western real estate mort- 
gage activity under the Federal Hous- 
ing Administration, it is likely that 
Western banks will end 1940 with an 
appreciably smaller total of real estate 
mortgages than might have been pre- 
dicted on the basis of new mortgage 
business being taken. The reason lies 
in the fact that banks are beginning to 
throw their mortgages into the laps of 
the life insurance companies. The pro- 
cedure is to sell the mortgages to the 
life companies at a four or four-and-a- 
half per cent rate. The difference be- 
tween this rate and what the borrower 
is paying is retained by the bank as a 
fee for servicing the loan. So far as 
the public knows, the loan is still locally 
held, because the service continues to 
go to the local bank, but actually the 
loan is held elsewhere, the bank acting 
only as a collection agency. The rea- 
sons for following this policy are sev- 
eral. For one thing a good many West- 
ern banks are getting to the point where 
they need additional funds for commer- 
cial loan purposes. For another, some 
bankers are a little suspicious of recent 
real estate activity and are looking for- 
ward to a day of foreclosures. When 
that day comes they want to be in the 
clear. They don’t want to be the ones 
to apply the heat to defaulting borrow- 
ers, nor do they want to be the ones to 


take a loss, if the FHA should, for 
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reasons of political expediency, decide 
to abrogate its “insurance” and let bor- 
rowers off lightly. It is sad, but none- 
theless true, that few bankers have much 
faith in the pledged word of the United 
States Government these days. Too, 
there is the question of rate. An in- 
surance company with a permanent in- 
vestment fund can afford to look at 
rates on a long term basis, but a bank 
cannot. So, what with one thing and 
another, Western banking is turning 
‘oward the theory that it might be just 
as well to get rid of mortgage portfolios 
vhen and as these can be replaced by 
nore liquid assets. 


California Public Relations 


The public relations section of the 
California Bankers Association is get- 
ting into full stride. For one thing 
it is backing a state-wide public speak- 
ing contest among California high 
school youth on the subject: “The 
Values of American Citizenship.” The 
ontest closes with the major competi- 
tion in San Francisco the middle of 
May and the first prize is a trip to 
Hawaii. In addition the victor will re- 
ceive $100 for expenses incidental to 
the trip and be privileged to invite a 
parent or some other adult to go along 
with him. 

Beyond this the association has be- 
gun the publication of a monthly pub- 


Now ready— 
New Fifth 1939 Edition of the 


Banking Law Journal Digest 
Digest of 12,000 Banking Decisions 
Price $6.50 


lic relations letter designed to be dis- 
tributed to ALL bank employes through- 
out the state. The purpose of this is 
to acquaint bank juniors as well as 
bank managements with what California 
banks are doing for the public in gen- 
eral. This is the first time, it is under- 
stood, that any state association has 
interested itself in educating every bank 
employe within its area in its programs. 


© 


SILVER PURCHASES 


ForEI¢Nn silver seems to have few Ameri- 
can friends left. 

Before recommending that Congress 
reverse itself and order a stop to the 
Government’s purchases of foreign sil- 
ver, and put an end to this particular 
drain on the American pocketbook, a 
Senate committee is awaiting word as 
to any “diplomatic repercussions!” 
Meanwhile, with about three billion 
ounces piled up in the biggest silver 
hoard of history, the Treasury through 
its process of borrowing money with 
which to buy foreign silver in great 
quantities has in the last three years 
made no progress toward the goal set 
for it—bringing silver up to 25 per cent 
of our monetary stocks. The average 
in 1936 was 17.5 per cent and for De- 
cember, 1939. was still 17.6 per cent.— 
Washington Review. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Edited by Ke1tH F. WaRREN 


90 YEARS AGO 


The Bankers Magazine . . 


The Boston Money Market 


The money market is quiet in our 
principal cities. At New York the rates 
are easier than in Boston. This has 
been the case for twelve months past, 
at least. The money doctors condemn 
the banks for this, and charge upon the 
latter the existing stricture. To us, for 
some months, it has seemed that the 
banks are guiltless of any sin of omis- 
sion or commission. They go on, in the 
dull routine of circulation and loans, 


each striving to do all the legitimate. 


business within its reach, and to obtain 
as large a circulation as practicable. 
In truth, the community has done too 
much business—credits have been too 


April, 1850 


easy and too long, and the California 
trade has temporarily absorbed a por- 
tion of the active capital of the State. 
There is, too, a tendency of capital from 
other quarters towards New York. A 
higher rate of legal interest attracts 
thither much of the capital that would 
otherwise remain in the adjoining 
States. 

The terms for negotiable paper in 
State street, may be quoted as follows— 
Sixty day paper, A, No. 1, 8 @ 10 per 
cent. The banks are not able to do one 
half the paper that offers—consequently 
large amounts are thrown into the hands 
of private capitalists, and the rates vary 
from eight to twelve per cent., accord- 
ing to the character of the paper. 


50 YEARS AGO 


The Bankers Magazine . 


National Bank Circulation 


Thus far no bill has been reported 
by a committee of Congress for increas- 
ing National bank circulation, and the 
prospect of their doing so is fading 
away. Indeed, it is becoming more 
clearly apparent that the day for in- 
creasing the National bank circulation 
has passed. While there is constant dis- 
cussion concerning the necessity of in- 
creasing the monetary resources of the 
country, hardly a sound is heard in 
favor of increasing the National bank 
circulation outside banking institutions. 
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. April, 1890 


We do not confess to much disappoint- 
ment in this matter. We did, it is true, 
think and hope that Congress would 
adopt the recommendations proposed 
by the Comptroller of the Currency, and 
at least favor his recommendation of 
permitting banks to issue circulation to 
the par value of their bonds; but even 
this small increase, we fear, will now 
be denied to them. It ought to be 
granted, but if the committee were in 
favor of the increase, the report would 
have been made long ago. The proposi- 
tion was so simple that no time was re- 
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quired for investigation ; the inclination 
only is needed, and this the committee 
do not seem to have. 


The reason for this state of things 
is not difficult to understand. Beside 
the opposition in some quarters to Na- 
tional banks, and especially to their 
right to issue notes, there is a deeper 
opposition on the part of those inter- 
ested in issuing more silver. They 
clearly see that a National bank circu- 
lation is in the way of an increase of 


silver. They strongly favor an increase 
of the circulation; indeed, no class more 
warmly advocate an extension of the 
currency, but always with the proviso 
that the increase shall be silver or cer- 
tificates based thereon. This class is 
numerous, and sufficiently powerful to 
quite overcome the friends of the Na- 
tional banks, and so, whatever may be 
done, the National banks cannot hope 
for an increase in their circulation— 
certainly not so long as silver producers 
have any silver to offer for sale. 


25 YEARS AGO 
The Bankers Magazine . 


The United States In International 
Finance 


One result of the European war has 
been to bring the United States into 
ereatly increased prominence with rela- 
tion to international finance. Hereto- 
fore, while foreign loans had been oc- 
casionally subscribed for in New York, 
these subscriptions were believed to be 
chiefly for foreign account, and perhaps 
the titles to the securities did not long 
remain here, and the securities them- 
selves never, except in rare instances, 
migrated to the United States. 

But since our finances got dis- 
entangled from the chaos into which 
they were plunged at the beginning of 
the war, there has been a tendency for 
foreign governments, municipalities, 
and of some public utility corporations 
to seek loans in the New York markets. 
Altogether these loans, made since No- 
vember last, aggregate, according to the 
London “Statist.” something over $79,- 
000,000, with the probability that the 
aggregate will shortly be largely in- 
creased. 

The reason why applications for for- 
eign loans are being made here is due, 
in the first instance, to the fact that the 
chief European money centres are now 
practically closed to international loans 
except such as are made in furtherance 
of war policies. And it so happens that 
slackened domestic trade and the reduc- 
‘ion of our expenditures abroad, to- 
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gether with some release of funds 
through the operations of the Federal 
Reserve Act, and the huge balances be- 
ing piled up through our net exports, 
have given to the United States a very 
great volume of funds available for out- 
side investment. The conditions in our 
foreign trade would alone make it pos- 
sible to take over a considerable part 
of American securities held abroad 
without embarrassment, and if the war 
drags on for some time this may be 
what we shall have to do. But mean- 
while, in the absence of any decided 
European disposition to unload Ameri- 
can securities, we have at our command 
a huge volume of funds that may be 
employed in meeting the demand for 
foreign loans. 

We have already made considerable 
advances to Canada; but Canada is so 
near to the United States in many ways, 
that these can hardly be regarded as 
foreign loans in the common acceptance 
of the term. 


It is when the American banker makes 
loans to European or South and Cen- 
tral American countries that he enters a 
region with which he has had heretofore 
but little experience. There has never 
been much disposition on the part of 
our bankers to prepare for a service of 
this character; and perhaps for the rea- 
son that under ordinary circumstances 
we should not expect to participate very 
largely in it. 





INVESTMENT 


and FINANCE 


Edited by OSCAR LASDON 


Railroad Problems 


N an article, “Railroads on the Wit- 
ness Stand,” appearing in the 
March issue of the Survey Graphic, 

Senator Burton K. Wheeler once more 
calls attention to the fact that, with one- 
third of the country’s railroad mileage 
in the hands of the courts, the question 
of railroad reorganization is of major 
importance. In conjunction with Sena- 
tor Truman, Mr. Wheeler introduced, at 
the previous session of Congress, a bill 
which sought to revise the Bankruptcy 
Act in a manner which would promote 
prompt and sound railroad reorganiza- 
tion. This bill was passed by the Sen- 
ate but was not acted upon by the 
House. 

Senate hearings, Mr. Wheeler points 
out, “have shown the need for strength- 
ening the present law with regard to 
the financial structures of the railroads 
emerging from bankruptcy, and have 
demonstrated that the earning power of 
railroads is the only realistic basis upon 
which they can properly be reorganized. 
In our bill, earning power is made the 
sole measure of the new financial 
structure. 

“The Railroad Reorganization Act 
also attempts to solve another reorgan- 
ization problem revealed by our hear- 
ings. The existence of so many difficult, 
involved, and time-consuming _ bank- 
ruptcies (over 100 railroads are now in 
the hands of receivers or trustees) has 
imposed an unfair burden on our 
already crowded Federal courts. Judges 
are not always experienced in the spe- 
cial problems whicn railroad cases pre- 
sent, and they do not always have time 
to deal with them adequately. As a 
remedy for this situation our measure 
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provides for the establishment of a 
special court to devote its full attention 
to reorganization matters. We hope 
that these provisions, and others de- 
signed to cure reorganization problems, 
will soon become part of the bankruptcy 
laws.” 

Earlier in the year, at a conference 
sponsored by the Savings Bank Journal 
on “the Railroad Outlook,” a number 
of interesting questions were directed at 
the conferees by H. G. Parker of the 
Standard Statistics Company, who di- 
rected the proceedings. 

One inquiry made was whether fears 
of later receiverships were the cause 
of reported recommendations by bank 
examiners urging the continued liquida- 
tion of railroad bonds in the face of 
current low prices and good earnings 
performance. Cyril B. Upham, Deputy 
Comptroller of the Currency, denied 
that bank examiners pursued this pol- 
icy. He explained that “When we have 
banks—and there are not many of 
them—that have tremendous concentra- 
tion in railroad securities, we some- 
times suggest that they might sell and 
thus take some of their loss, but we 
are willing that they set up reserves 
against them or increase their capital 
so that they can take the loss that way.” 

August Ihlefeld, Jr., president of the 
Savings Bank Trust. Company, also 
made some comments on the basis of 
his previous experince as deputy super- 
intendent of banks in New York State. 
According to Mr. Ihlefeld, “it is always 
dangerous to try-to speak of the rea- 
sons that move bank examiners in their 
recommendations. In the state exam- 
ining forces, examiners have sworn 
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separate oaths of office. Their recom- 
mendations are very often the expres- 
sion of their personal belief in what is 
to the best interests of the institution, 
based upon their understanding of what 
will aid the bank to maintain a con- 
tinuous record of solvency and good 
standing. I am sure that there is no 
general basis of fear of later receiver- 
-hips behind recommendations of ex- 
miners. 


“Mr. Upham has pointed out the 
|.asis that probably moves many exam- 
iners to make recommendations on re- 
duction of classes of securities, namely, 
whether there is an undue concentra- 
‘on, where he thinks it is not in the 
interest of the bank to have such a 
concentration and I think that holds 
cood as well for railroad securities as 
ior other types of securities. 

“T think perhaps in his thinking the 
examiner is influenced by the practi- 
cally universal fear of wide fluctuations 
in the values of railroad securities . 
and if examiners seem to be bearing 
down at the moment, so to speak, on 
railroad securities, I think it is rather 
because they feel that railroad securities 
are more susceptible to wide fluctua- 
tions in market value than other types 
of securities.” 

There were other interesting opin- 
i expressed at the meeting. Mr. 
Upuam felt that national banks would 
not be particularly disturbed by a 
further large scale series of railroad 
receiverships because of the small pro- 
portion of railroad bonds held and be- 
cause most of the bonds held are of 
fairly good quality. He also expressed 
the belief that, as railroads emerge 
from receivership, recoveries on bonds 
previously written down by national 
banks would not be very substantial. 

Mr. Ihlefeld remarked that New 
York savings banks have about a 15 
per cent surplus over their deposit lia- 
bilities and that this surplus would not 
he seriously impaired if there were 
further receiverships. He noted that 
rail holdings of New York State savings 
institutions were carried at a book value 
of less than 70 per. cent of their par 
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value and that such book value repre- 
sented less than 5 per cent of the total 


deposit structure of mutual savings 
banks. 


—_ 


RESERVE BANK FUNCTION 


Little by little, principles of banking 
orthodoxy have been discarded. The lat- 
est change may be noted from the an- 
nual report of the Federal Reserve Bank 
of New York which officially admits 
that 1939 open-market operations were 
directed toward the maintenance of an 
orderly market for U. S. Government 
securities rather than the governing of 
reserve positions of commercial mem- 
ber institutions. The report also makes 
mention of the fact that holdings cf 
diversified maturities provide a better 
means of controlling the Government 
bond market and that ownership of ex- 
tensive short-term maturities is no 
longer considered desirable. 

“The open market operations in 
which this bank participated,” states 
the report, “were not undertaken prim- 
arily with a view to affecting the re- 
serve position of member banks, but 
rather with a view to exercising an in- 
fluence toward the maintenance of 
orderly conditions in the market for 
Government securities. . . . 

“Of much greater importance as an 
aid to the maintenance of orderly con- 
ditions in the Government security 
market were the heavy purchases of 
Government direct and guaranteed 
bonds and notes in the latter part of 
August and September. . . .” 

It was also observed that, during the 
latter part of the year, direct as well 
as guaranteed obligations of the Gov- 
ernment were sold on occasions when 
an excess of bids over offerings in the 
market was tending to cause unusually 
rapid advances in prices. The effect of 
thes: purchases and sales, it was 
pointed out, was to facilitate orderly 
readjustments of the market to condi- 
tions arising out of the war in Europe. 

“A policy which contemplates a port- 
folio of diversified maturities rather 
than a portfolio of preponderantly 
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short-term securities,” summarizes the 
Reserve Bank, “enables the system more 
effectively to exercise an influence to- 
ward orderly conditions in the Govern- 
ment security market. It enables the 
system to buy, without restriction as to 
maturity, whatever securities are in 
oversupply in the market in circum- 
stances such as existed in September, 
1939, and to offer in the market securi- 
ties of maturities that are in special 
and unsatisfied demand, as it did in 
November and December, 1939.” 


_ 


BANKING LEGISLATION 


While nations are fighting for control 
over various sections of Europe, com- 
mercial banks in New York State are 
seeking to halt the encroachment of 
savings institutions into the former 
group’s sphere of influence. Commer- 
cial banks are resisting the attempt, 
now being made through proposed leg- 
islation, to give savings banks the power 
to make personal loans. 

Commercial banks have already lost 
a good measure of business to personal 
loan companies. In the case of this 
finance company competition, however, 
it is merely a question of business lost. 
With the savings banks in the field, it 
would also be a case of losing deposits 
and, from a broader viewpoint, a matter 
of further penetration into the commer- 
cial field at some future date. This 
loss of deposits would be particularly 
felt in some of the smaller communities 
of the state. 

Upstate commercial 
strongly opposed to the granting of 
personal loans by savings banks. The 
New York State Bankers Association is 
also reported as being against this ex- 
tension of savings bank operations. 

There is also pending before the New 
York State Legislature, the Williamson 
bill which, sponsored by the State 
Banking Department, is expected to ex- 
tend savings bank life insurance to 
additional savings institutions and to 
result in a wider availability of the 
insurance. 


banks are 
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The bill provides for the consolida- 
tion of the individual guaranty funds 
required by the existing law into a 
central guaranty fund to be known as 
the Savings Bank Life Insurance Fund. 
The legislation also allows a savings 
bank desirous of doing an insurance 
business to invest directly in certificates 
of the insurance department of the bank 


and the Savings Bank Life Insurance 
Fund. 


—_—_ 


TAXATION 


Single men and women are likely to 
find their income tax exemption limits 
reduced from $1,000 to $800 in 1940 
according to J. S. Seidman, member o/ 
the Committee on Federal Taxation 0! 
the American Institute of Accountants. 
In a recent address before the Nev: 
York State Society of Certified Publi: 
Accountants, Mr. Seidman _indicatec! 
that this course of action was necessar\ 
in view of the huge national defence 
expenditures contemplated. He also 
stated his belief that the Governmen' 
may end the existence of certain ta 
exempt securities. 

Mr. Seidman declared that a larg 
amount of necessary revenue can be 
raised by clamping down on promiscu- 
ous tax exemptions. In this connection. 
he observed that “the power to exempt 
from tax is just as great as the power 
to tax. Both can be used to safeguard 
or exploit. In recent years tax exemp- 
tions have rapidly multiplied. Exam- 
ination discloses that many an equitable 
tax has been inequitably distorted and 
made barren by improper exemptions. 
The budgetary requirements of the na- 
tion are entirely too urgent to permit 
continuation of tax exemptions on the 
scales now indulged in.” 

Attention was called to the fact that 
tax exempt securities are the greatest 
offenders and a prediction was ventured 
that the practice of exempting certain 
securities from taxation would be ter- 
minated this year. Mr. Seidman main- 
tained that there were only four ways 
out of the dilemma of mounting debts 
and deficits—taxation, inflation, con- 
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fiscation or repudiation. Notwithstand- 
ing the crushing burden of taxation, it 
was concluded that the American people 
would adopt this method from the alter- 
natives offered. 

It was also considered probable by 
the speaker that tax rates will be in- 
creased on incomes in the $5,000 to 
350,000 brackets, as the higher levels 
ure already too heavily assessed. 


—_ 


BOND NOTES 
The New Jersey State Banking Bur- 


eau is strongly urging a reduction in 
oldings of long-term bonds held in the 
portfolios of commercial banks. It is 
pointed out, in a communication of the 
Pureau, that such a move would be 
highly desirable in view of the possibil- 
ity of a market decline within the next 
few years. 

Warning that present profits on high- 
grade issues may disappear, the bulle- 
tin contains the following significant 
remarks: “In reviewing your invest- 
ment portfolio it might be well to as- 
certain what relation the appreciation 
in your investment portfolio is to your 
coupon for the next one to four interest 
periods. The appreciation may exceed 
the coupon for these periods, in which 
case it would be determined whether or 
not it would be wise to dispose of these 
securities. 

“For some time past the Banking 
Bureau has been furnishing information 
on the condition of investment port- 
folios of banks as a whole. The Bank- 
ing Bureau has been advocating a high- 
grade short-term maturity list as these 
long-term maturities present a hazard 
to institutions, in the nature of depre- 
ciation. An institution should guard 
against this hazard by _ short-term 
maturities.” 

In its letter, the Bureau also sets 
forth three “don’ts” for commercial 
banks. Briefly, it is recommended that 
banks should not: 

1—Purchase bonds to average cost. 

2—-Hesitate to dispose of a poor 
risk, 

3—Retire preferred stock on _ the 


basis of an appreciation in securities as 
this appreciation cannot be considered 
permanent capital. 

All of which seems excellent advice. 


© 


PROPER TOOLS ESSENTIAL 


No matter how high the caliber of your 
men; no matter how great their effi- 
ciency; no matter their capacity for 
winning friends and influencing people 
— if they are not equipped with proper 
tools, such as good operating forms, 
machines, etc.—then organization has 
proceeded only half way. 

A bank staff of the most promising 
men in the country endeavoring to keep 
books on Boston ledgers, working with- 
out the benefit of modern communica- 
tion, writing all correspondence in long- 
hand, doing all detail work without the 
benefit of up-to-date machinery would 
today be comparable to a crew of ditch 
diggers endeavoring to tunnel a moun- 
tain with a pair of ice tongs. Con- 
versely, a bank can be modernly 
equipped with machinery and _ labor 
saving devices, but poorly staffed with 
officers and employes, and little if any 
progress will be made. There has never 
existed in the history of the American 
banking system a greater need for us 
to survey our operating methods, pro- 
cedures, systems and forms and to study 
our personnel.—L. W. Bishop, Cashier, 
State-Planters Bank and Trust Com- 
pany, Richmond, Va., in an address be- 
fore the recent ABA Regional Confer- 


ence, 


_— 


I wanT to express my belief that the 
banks’ so called investment account is 
more vulnerable today than it has been 
for some time and that the sound prin- 
ciples of liquidity should not be over- 
looked in spite of the belief in the 
ability of governmental authorities to 
maintain proper markets. Safety is 
more necessary today than it has been 
for many years.—S. Nirdlinger, Execu- 
tive Vice-President, Galesburg National 


Bank and Trust Company, Galesburg, 
Ill. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY 


INLAND made peace with Soviet 

Russia last month, after stubborn 

resistance against overwhelming 
odds, surrendering some territory and 
making concessions that may threaten 
the country’s future independence. Be- 
yond the direct loss to Finland, the out- 
come of this war is regarded as dis- 
tinctly unfavorable to Great Britain and 
France, not so much from a military 
standpoint as because of the prestige 
gained by Germany and Russia. These 
countries, since the conflict began have 
thus far achieved their objectives, Aus- 
tria, Czechoslovakia, Poland and Fin- 
land having yielded, while other of the 
smaller states of Europe have come 
largely under the domination of Russia. 
With this rise of prestige on the part 
of Germany and Russia there has fol- 
lowed a corresponding decline in that 
of Great Britain and France. This may 
profoundly affect the course of the 
Balkan countries, and possibly of the 
Netherlands, Belgium and Italy. While 
Great Britain and France retain naval 
superiority, their ratio to Germany in 
this respect appears to be declining. But 
this somewhat less favorable outlook 


for the Allies cannot be regarded as an 
indication of the final result, which 
awaits the decision on the western front. 
It is here, in the absence of an early 
peace, which seems improbable, that 
the deciding struggle is to take place. 


_—_ 


GREAT BRITAIN 


OnE of the somewhat surprising de- 
velopments of the European war has 
been the restoration of the earning 
power of the British railways. This 
jump in their earnings is not all to 
be to the advantage of the railways, bui 
is to be in part shared by the state. 
The main outline of the agreement, as 
stated by The Economist, is that a mini- 
mum of net revenue of £40 millions is 
to be guaranteed by the state. If the 
railways can earn more than this, they 
are to keep all of the excess up to £4314 
millions and half of any further excess 
until they reach the standard revenue 
laid down at the time of the grouping 
in 1921, but never since attained. The 
guaranteed minimum of £40 millions is 
the approximate net average revenue in 
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We solicit the agency and collection business of foreign Banks. 


1935-36-37, but above the earnings of 
1938. 


War Cost 


A war loan of £300,000,000, at 3 per 
cent was recently issued in London and 
heavily oversubscribed. One estimate 
places the present war outlay as run- 
ning at about the rate of $26,000,000 
daily, which may be taken as an indi- 
cation of how much larger this must 
be when hostilities become more active 
than they have been thus far. 


Franco-British Trade 


It is expected that Franco-British 
trade may be greatly improved as one 
result of the war. In the past ten years 
this trade has suffered heavily. British 
imports from France fell by a quarter 
and exports to France by a third (in 
value) between 1929 and 1938 and in 
each case trade with France is now a 
substantially smaller fraction of Eng- 
land’s total trade than it was. The 
French figures tell the same story of an 
absolute and relative decline. In 1929 
France bought 10 per cent of her im- 
ports from England and sold 15 per 
cent of her exports; in 1938 the figures 
were 7 per cent and 1114 per cent re- 
spectively. Even so, they are higher 
than the corresponding British figures: 
imports from France fell from 414 per 
vent to 244 per cent, and exports to 
France from 4.3 per cent to 3.2 per 
cent of the respective totals. 
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Referring to the comparative lack of 
competition between the two national 
economies, The Economist regards this 
as the best reason for hoping that closer 
collaboration, begun in wartime, may 
be extended in peacetime. “Though it 
would be an exaggeration to say that 
the two economies complement each 
other, at least they do not clash; and 
the restriction of trade in the past 
decade has not been due to any specific 
campaign by Great Britain against 
French goods, or by France against 
British goods, but merely from the gen- 
eral protectionist practices of the two 
countries against foreign imports in 
general. These protectionist impulses 
may disappear after the war.” 


—_ 


JAPAN 


Interest of business and industrial 
leaders was centered in Diet discussions 
of the 1940-41 budget during the week 
ended February 24, according to a 
radiogram from the office of the Ameri- 
can Commercial Attaché at Tokyo, 
under date of February 27. Although 
the 10,300,000,000-yen budget was 
passed by the Lower House, in accord- 
ance with draft estimates, total govern- 
ment expenditures in the 1940-41 fiscal 
year will amount to approximately 
15,000,000,000 yen, according to the 
chairman of the Budget Committee in 
the Lower House. Military authorities 
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have reportedly drafted a 5-year re- 
plenishment program costing approxi- 
mately 6,000,000,000 yen. 


—_ 


sales of many import lines being re- 
markably active and some importers re- 
porting the best January in their his- 
tory, according to a radiogram from the 


office of the American Trade Commis- 
sioner, Manila, March 4. Retail busi- 
ness also was unusually good for this 
season. 


THE PHILIPPINES 


Philippine business conditions were 
generally very good during January, 


“_ 


THE ARGENTINE 


Unper date of February 26, the First 
National Bank of Boston received a re- 


port from its branch in Buenos Aires 
containing the following information. 


The January export volume of 1,130,000 tons was 26.3 per cent above the similar period 
last year but the value of m$n 186,191,000 was 44.5 per cent higher. January imports 
were valued at m$n 161,486,000, the highest figure since October, 1929, although last month’s 
volume of 846,000 tons was exceeded in March, May, July, August and December of 1939. 
An export balance of m$n 24,705,000 compares with mn 11,818,000 for the same month 
last year. 

December 1939 
m§n 


January 1940 
m$n 
Clearings 3,914,000,000 3,702,000,000 3,387,000,000 
Liabilities Failures 4,737,000 5,870,000 3,392,000 
The combined bank statement issued by the Central Bank for December 1939 showed: 
m$n 
Deposits ; 4,059,095,000 
ee alekigid-etarendechg Sipe en. <G/abaieeS oysiaie anne 
Cash 759,544,000 
Cash reserve 19.0 per cent : 


January 1939 
mn 


The official exchange market remains unchanged with buying rates at 335.82 for the 
dollar and 13.50 to the pound. The selling rates are still 373.13 and 15 for preferential 
exchange and 422.89 and 17 for secondary official exchange. On the free market the 
peso continues to appreciate principally due to the absence of foreign exchange buyers. 
The low for the peso during the period under review was registered at 437 to the dollar 
on January 29 and 17.43 to the pound on January 30. The high was quoted at today’s 
close with 428.50 to the dollar and 16.92 to the pound. 

The Buenos Aires Stock Exchange turnover in January totalled m$n 111,851,000 com- 
pared with m$n 82,549,000 in the previous month and m$n 77,614,000 in January, 1939. 
Trading during the current period has been considerably less than in January chiefly due 
to the holiday season, but quotations on the whole have been firm. 


International Banking Notes 


ROTTERDAMSCHE BANKVEREENIGING MupLAND BANK LimiTED (London) .— 


(Rotterdam and Amsterdam).—aAt the 
general meeting of shareholders, Feb- 
ruary 9, the report of the profit and loss 
account for 1939 authorized a dividend 
of 5 per cent and the addition of 
1,000,000 florins to the special reserve 
fund. Substantial allocations were 
made to the writing off premises and to 
the pension fund. The amount to be 
carried forward was 298,266 florins. 
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The ordinary general meeting was held 
on January 26, the chairman Rt. Hon. 
Reginald McKenna, presiding. Net 
profit for the year was £2,181,000, and 
by adding the amount brought forward 
made a total of £2,810,000 available 
for distribution. The interim dividend 
of 8 per cent absorbed £879,000 and a 
final dividend at the same rate which, 
owing to the higher tax, absorbed 
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£788,000. After adding £500,000 to 
reserve for contingencies, £642,000 was 
carried forward. 


NATIONAL PRovinciAL BANK LIMITED 
(London).—The 107th annual meeting 
was held on January 30, Colin Frederick 
Campbell, chairman, presiding. Cur- 
rent, deposit and other chief liability 
accounts at £336,000,000 were £26,000,- 
000 above those of a year ago, and con- 
stituted a record history of the bank. 


Witurams Deacon’s Bank LIMITED.— 
G. P. Dewhurst, chairman of Williams 
Deacon’s Bank Limited, speaking at 
ihe annual meeting of shareholders, 
January 25, said that after making the 
usual provisions, the net profit for the 
year was £298,865, a decrease of 
£2,553 as compared with the previous 
year. After transferring £30,000 to 
premises account, dividends were de- 
clared at the rate of 121% per cent on 
both the “A” and “B” shares, leaving a 
carry forward of £120,125 as against 
£85,635 brought in. 

Deposits showed an increase of over 
8 per cent and at £41,631,302 consti- 
tuted a record for the bank. 


District BANK LimiTeD (Manchester). 
—The 110th annual meeting was held 
January 26. Net profit for the past 
year was £490,090, and with the 
amount brought forward afforded £777,- 
984 for disposal. The previous year’s 
allocations to pensions, annuities and 
to property were continued. After 
paying interim dividends of 9 1/16 per 
cent on the A and C shares and 5 per 
cent on the B shares, and with the 
amount required for final dividends at 
the same rate £290,934 remained to be 
carried forward. 


Den Norske CrepiTBANK (Oslo) .— 
Celebrating the eighty-second year of 
its foundation, this institution reported 
a somewhat lower rate of profit in 1939 
as compared with 1938, chiefly due to 
higher taxes. Out of the net earnings, 
after making provisions considered 
prudent, a dividend of 5 per cent was 
paid, 500,000 Kr. transferred to the 
reserve fund, and 1,529,192 Kr. carried 


forward. 
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= BOOK is a study of account- 
ing and audit control as applied 
to banking. It starts with a typical 
statement of a large bank. This is 
broken down into a more detailed 
list of accounts and each account 
is then traced back to the trans- 
actions which gave rise to it. In 
so doing the accounting procedure 
involved is studied and also the 
audit control factors which may 
be applicable in each case. 

The book is profusely illustrated 
with various forms used for audit 
control. It should be of value 
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Current Conditions in Canada 


HE Bank of Montreal Business 

Summary for March 21 reports: 

“The winter season now closing can 
show a more satisfactory record for the 
physical volume of Canadian business 
than any of its recent predecessors and 
there is evidence of continued expansion 
as spring activities swing into their 
stride. The purchasing power of the 
public remains good. The early date 
at which Easter falls this year has in- 
duced seasonal purchases sooner than 
usual; as a consequence of the large 
demand for spring clothing and heavy 
orders for military purposes, the gar- 
ment-making plants have been operating 
at a level 25 per cent higher than a 
year ago. The primary textile plants, 
which are all operating at a high ca- 
pacity, are benefiting from curtailment 
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of foreign competition. In the indus- 
trial field generally, the progressive en- 
largment of activity under the stimulus 
of war contracts continues and it is fore- 
cast that before the end of this year the 
total value of war orders placed in 
Canada by the different governments will 
easily exceed $500,000,000. The iron 
and steel industries are busy, the operat- 
ing ratio of the steel plants in the Cape 
Breton area being for the first quarter 
of 1940 about 95 per cent of their ca- 
pacity as compared with 62 per cent 
in the first quarter of 1939; the aircraft 
factories are all operating at full ca- 
pacity and in some cases are enlarging 
their plants; and the aluminum indus- 
try is assured of prosperity for a long 
period as the result of the conclusion 
of an agreement whereby the British 
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Government has undertaken to buy, for 
the rest of 1940 and the whole of 1941, 
all the Canadian output of aluminum 
which is not required for domestic needs 
or the meeting of pre-war commitments. 
On the Pacific Coast the shipbuilding 
yards and the industries which supply 
them with materials are making plans 
for their greatest activity in twenty 
years as the result of the receipt of or- 
ders for a variety of war vessels, whose 
construction will cost about $16,- 
000,000. 


“The returns of the two railways are 
showing improvement, the net earnings 
of the Canadian Pacific Railway Com- 
pany for January being up by $1,367,- 
503 and of the Canadian National Rail- 
ways by $2,279,992. The value of 
construction contracts awarded in 
February was $11,769,000 as compared 
with $8,845,000 in January and 
$11,323,000 in February, 1939. The 
extensive work on the numerous estab- 
lishments required for the British Com- 
monwealth Air Training Plan should 
keep the building trades in many places 
well occupied throughout the summer. 
Sales of new automobiles have been in- 
creasing and the factories producing 
them have been able to maintain their 
scale of operations, their output for 
February being 18,193 units as com- 
pared with 17,213 in January and 14,- 
300 in February, 1939. Producers of 
pulp of various kinds have been ex- 
periencing an increasing demand for 
their products in the American market 
at advancing prices. The ports on the 
Atlantic seaboard have enjoyed a very 
prosperous winter season. Reopening 
of navigation on the St. Lawrence is 
now under way and ports on this water- 
way are anticipating a busy season as 
they will be called upon to handle 
heavy shipments of lumber from British 
Columbia, which in normal years have 
been exported from ports on the Pacific 
Coast. 


“The farmers everywhere are prepar- 
ing to resume cultivation of the land. 
Reports from the Prairie Provinces in- 
dicate that, owing to the lightness of 
the rainfall last autumn and the scanti- 
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ness of the winter snowfall over a large 
area, the moisture reserves are below 
normal in many districts. During the 
month there was some advance in the 
price of grain under the stimulus of a 
brisker export demand, chiefly from 
the United Kingdom. The stocks of 
Canadian grain in store for the week 
ended March 8 amounted to 317,561.- 
177 bushels as compared with 145,098,- 
241 bushels for the parallel week of 
1939. The dairy producers have had 
a satisfactory winter. 

“Results of mining operations during 
1939 are now available, the total min- 
eral production being valued at $473,- 
107,000, the highest figure ever attained 
and an increase of 7.1 per cent over 
1938. The previous record year, 1937, 
was exceeded by 3.5 per cent. The gains 
were shared by all groups. Gold min- 
ing maintains its leadership in the min- 
eral field, both in value of its output 
and the employment which it affords. 
The output during the year totalled 
5,095,176 ounces, having a value of 
$184,144,756, or 53.7 per cent of the 
value of all metal production and 38.9 
per cent of the aggregate value of all 
mineral output. 

“The Federal revenues continue to 
show marked buoyancy. The February 
figure, $37,211,410, showed a gain of 
nearly eight million dollars over the 
figure for February, 1939, $29,393,530; 
but total expenditures at $47,086,307, 
as compared with $29,638,704, were up 
by $17,500,000. For the elapsed eleven 
months of the current fiscal year, the 
aggregate revenues were $478,797,032 
as compared with $457,454,955, a gain 
of $21,300,000, while total expenditures 
amounted to $518,917,440 as compared 
with $445,689,465, an increase of about 
$73,250,000. This latter increase is 
largely accounted for by special war 
appropriations. Canada has so far been 
meeting somewhat less than half of her 
war expenditures out of current taxa- 
tion. 


“The value of domestic exports in 
February was $71,079,000 as compared 
with $57,572,000 in February, 1939. 


There were good gains in the exports of 
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wheat flour, lumber, woodpulp and 
newsprint. Bank debits to individual 
accounts in February totalled $2,955,- 
000,000 as compared with $2,050,000,- 
000 in February, 1939.” 


Monthly Commercial Letter 
The Canadian Bank of Commerce 


“The moderate decline in industrial 
activity which we recorded a month ago 
has since been arrested,” states the 
March issue of the Monthly Commercial 
Letter of The Canadian Bank of Com- 
merce, and it continues: 

“The upturn in February was only 
fractional, but as it was contraseasonal 
and occurred earlier than expected the 
operation of expensive factors men- 
tioned in previous issues of the Letter, 
the increasing effects of war orders, the 
recovery of construction from a slump 
during the autumn, higher farm pur- 
chasing power, and a continued large 
volume of exports, over-balanced reces- 
sionary elements, such as the liquida- 
tion of some heavy inventories and the 
slackness which usually prevails in cer- 
tain trades at this time of the year. 


“The rail transportation system has 
been one of the chief beneficiaries of 
the progressive business conditions of 


the past year. With the exception of a 
few weeks, railway freight traffic since 
mid-March of 1939 has been greater 
than that in the preceding twelvemonth, 
the most pronounced increase on a sea- 
sonally adjusted basis taking place be- 
tween May and the third week of Sep- 
tember when, mainly as a result of the 
natural forces of economic recovery, in- 
cluding the movement of the large west- 
ern wheat crop, loadings rose close to 
a normal level. Actually the sharpest 
decline, from late in September to early 
in November, occurred shortly after the 
outbreak of European hostilities. To- 
ward the end of the year and in part 
of January, however, another upturn 
was reported. While the railway system 
therefore has recently shared in the busi- 
ness improvement consequent upon the 
war, the greater part of its progress has 
been due to non-war influences. It 


might also be noted that since January 
freight traffic has declined at a greater 
than seasonal rate. 

“The earning power of the railway 
system has of course improved with the 
rise in freight traffic. The combined net 
operating revenue of the Canadian Na- 
tional and the Canadian Pacific Rail- 
ways for the eleven months ending No- 
vember was 68 per cent above that for 
the like period of 1938. The net re- 
sults for December and for January of 
the current year are not yet available 
but they appear to have been the best 
since 1929. 

' “Our index of industrial activity as 
at mid-February shows an upward 
trend, the percentage of factory capacity 
utilized rising from 84 to 85 and the 
index of output in terms of 1937 rising 


from 105.8 to 106.2. 


“The general production of. processed 
foods continued to decline seasonably 
but was still 9 per cent above that of a 
year ago; flour and feed mills were al- 
most the only units operating less ac- 
tively than in February, 1939. The 
clothing group reached a new high, 25 
per cent above the level of a year ago, 
nearly every industry in the group reg- 
istering a substantial increase over 1939 
and many also showing a satisfactory 
improvement over January. 

“The automotive trades were again 
more active than in the month and the 
year previous. The iron and steel trades 
reached a new high, 86 per cent above 
February, 1939, the output of the heavy 
industries being more than three times 
that of a year ago. Comparatively little 
change has occurred during the month 
in the other groups of industries, most 
of which are on a higher level than in 
ee 

“Our index of Canadian farm pur- 
chasing power for the calendar year 
1939 is 86.20 (1926 = 100), compared 
with revised figures of 77.35 for 1938 
(an increase of over 11 per cent) and 
75.07 for 1937. This is the highest for 
any calendar year since 1929, when 
96.79 was registered. The index of 
farm income for 1939 is 67.60 (as com- 
pared with 62.03 for 1938 and 59.54 
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for 1937) and that of farm costs 78.42 
(as compared with 80.19 and 79.31 for 
the two previous years respectively). 
Lower prices for seed and feed are re- 
sponsible for these lower costs. 

“Farm income was 9 per cent higher 
than in the preceding year. The returns 
from wheat were 2] per cent and from 
live stock 17 per cent higher, but these 
increases were offset to some extent by 
a reduction of over 9 per cent in income 
from milk, due to lower prices in the 
earlier part of the year, and to slightly 
lower returns from fruit, eggs, clover 
and grass seed, maple products, and fur 
from fur farms. On the other hand, 
there were substantial increases in the 
income from potatoes, and smaller in- 
crases from coarse grains, miscellaneous 
field crops, poultry, tobacco, wool and 
honey. 

“The income for the last quarter of 
the year was higher than in the cor- 
responding quarter of 1938 for all 
major items other than fruit and to- 
haces... ... 

“Wholesale prices were again quite 
steady during the past month, changes 
being confined very largely to the ani- 
mal and animal products group. Our 
index registered 80.23 in mid-February 
as against 80.67 a month previous.” 


The Toronto Post 


Canadian industry is in a strong po- 
sition to finance out of its own resources 
expansion of business arising out of the 
war. Quietly, but steadily, the working 
capital position of the principal cor- 
porations has been built up over the 
past few years until today they are 
higher, in many instances, than they 
have ever been before, reports The 
Financial Post, Toronto. 


During the depression years many 
companies found it necessary to incur 
bank loans to tide them over the lean 
period. Borrowings in many cases ran 
into large figures. Now it is the ex- 
ception rather than the rule to find the 
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large companies reporting anything but 
nominal loans from their bankers. 

This improvement in working capital 
position and increasing ability to 
finance expanding operations is due to 
a number of causes. Dividends were 
omitted during the depression years; 
depreciation reserves have been in- 
creased; bonded debt has been refunded 
on a lower interest basis; stock has been 
sold to provide new funds, etc. The net 
result is that industrial corporations 
have built up working capital to quite 
substantial figures which assures that 
they can handle a much larger volume 
of business without the necessity of se- 
curing additional capital. 


There have been some very striking 
changes for the better. Consolidated 
Paper has converted a deficit of nearly 
$5.2 millions into a favorable balance 
of $4.8 millions at the end of 1938 and 
the 1939 report is expected to show a 
net working capital of at least $5 mil- 
lions. 

International Nickel has increased 
working capital from $35.2 millions to 
$63.7 millions; Noranda from $8 mil- 
lions to $12.5 millions; Aluminium Ltd. 
has doubled its working capital at $20 
millions. 


Improve in Other Ways 


These figures only tell one side of 
the story of how much better are 
Canadian industries prepared to cope 
with increased business. They do not 
indicate, for example, how those com- 
panies with a funded debt have been 
able to effect very substantial savings 
through refunding of bonds at a lower 
interst rate; of the millions spent on 
new plants and equipment, improving 
efficiency and increasing productive 
capacity. 

These additional betterments, com- 
bined with an overall increase in net 
working capital has placed Canadian 
industry in a strong position to finance 
a substantially greater volume of 
business. 





BOOKS for 


FoREIGN EXCHANGE PRACTICE AND 

' Poticy. . By Frank A. Southard, Jr. 
New York: McGraw-Hill Book Com- 
pany. 1940. Pp. 215. $2.50. 


ComBINING elementary _ international 
finance theory with foreign exchange 
practice, this book presents a detailed 
and well illustrated discussion of the 
instruments and markets of foreign ex- 
change, the determination of foreign ex- 
change rates, and the ways in which 
foreign traders make use of foreign ex- 
change. Considerable attention has been 
given to recent developments, and the 
foreign exchange difficulties facing both 
traders and governments during the 
present European conflict have been 
fully anticipated in the discussion. 

Chapters are included on: The Idea 
of International Balance, The Functions 
and Markets of Foreign Exchange, For- 
eign Exchange Rates, Foreign Exchange 
and Foreign Trade, and Foreign Ex- 
change Policy. 

The author is professor of economics 
at Cornell University, and the book was 
written with the collaboration of Philip 
F. Swart, Jr., assistant secretary, and 
A. N. Gentes, assistant manager, of the 
Foreign Department of the Guaranty 
Trust Company of New York. 


INDUSTRIAL BANKING. 
Grobben. New York: Consumer 
Credit Institute of America, Inc. 
1940. Pp. 116. $1.50. 


Tuts book comprises a study of that 
phase of the field of consumer credit 
that affects industrial banking, and con- 
tains some material regarding personal 
loan departments of banks. 

Chapters are devoted to: Industrial 
Banks and the Consumer, The Operat- 
ing System, Plan and Scope of Indus- 
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trial Banking, Rates and Charges, Com- 
petition, Fines and Refunds, Common 
Misconceptions of the Business, The 
Consumer’s Range of Choice, The Bor- 
rowers Contract, Legality of Personal 
Loan Departments, Industrial Bank 
Laws, and a helpful bibliography. 


PEACE IN Our TIME. By James P. War- 
burg. New York: Harper & Brothers. 
1940. Pp. 76. 75 cents. 


Tuts book is not intended as an argu- 
ment for any particular policy or course 
of action, but rather to provoke 
thought and discussion. For this pur- 
pose it presents a few of the problems 
that face America in the troubled inter- 
national situation today. 

The author discusses America’s atti- 
tude as a nation toward international 
affairs, the three peace possibilities— 
a Hitler-Stalin victory, an Allied vic- 
tory, and a negotiated peace without 
victory—and how these possibilities 
concern us. Other chapters are devoted 
to: The Nature of Peace and the Causes 
of War, Peace Machinery—League? 
Union?, and One Man’s Answer. 

Mr. Warburg, former bank president, 
was one of President Roosevelt’s early 
financial advisers, and is author of a 
number of other books, including “The 
Money Muddle,” “It’s Up to Us,” and 
“Hell Bent for Election.” 


CONFERENCE BOARD STUDIES IN ENTER- 
PRISE AND SociaAL Procress. New 
York: The Conference Board. 1939. 
Pp. 384. $5.00. 


In this book The Conference Board 
presents a comprehensive analysis of 
the American enterprise system and its 
contributions to national prosperity 
and progress, in the form of a series 
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of special reports illustrated by charts 
and supported by extensive statistical 
tables. 

These reports—issued separately from 
time to time to the Board’s associates 
and here assembled for the first time 
for general use—bring together the re- 
sults of the Board’s quarter century of 
investigation and analysis of the prin- 
‘iples, development, operation and ac- 
complishments of business enterprise in 
the United States. 

Basic phases of business covered in- 
‘lude: natural resources and _ their 
availability; the population and its eco- 
omic significance; employment and 
inemployment of the labor force: 
(900-39; national wealth and its geo- 
zraphic distribution; 1850-1937; pri- 
vate long-term debt and interest: 1900- 
1938; national income and its distribu- 
jon: 1799-1938; the distribution of 
personal income; consumption and the 
standard of living; trends in the cost of 
<overnment; new levels in government 
‘xpenditures; wholesale price changes: 
1913-39; price flexibility and changes 
in production: 1929-33; production, 
prices and income in agriculture since 
1866; costs in manufacturing enterprise: 
1914-37; investment, wages and profits 
in manufacturing enterprise; organiza- 
tion of American enterprise; compara- 
tive economic conditions in the United 
States and other countries. 

Twenty full page charts in color, 118 
black and white charts, and 285 statis- 
tical tables illustrate and support the 
authoritative and timely economic in- 
formation contained in this handbook of 
hasic facts about American business. 


Crepit MANUAL OF COMMERCIAL LAws: 
1940. New York: National Associa- 
tion’ of Credit Men. 1939. Pp. 761. 
$6.50. 


SeTTInG forth fundamental legal prin- 
ciples and existing statutes, this manual, 
while not pretending to be a substitute 
for a competent lawyer, provides the 
credit and business executive with a use- 
ful reference source and convenient 
cuide. 

Part one, devoted to laws relative to 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 
BERLIT SCHOOL OF 
630 Fifth Ave. 


LANGUAGES 

International Bldg., Rockefeller Center 
BrooKLYN 66 Court Street 
Baltimore Life Building 
...30 North Michigan Avenue 
Leader Building 

David Whitney Building 

S. 15th Street 

Grant Building 

1115 Connecticut Avenue 


DeEtROIT 
PHILADELPHIA 
PiTTSBURGH 
WASHINGTON 


“Making The Sale,” includes chapters 
on: The Law of Contracts, Signatures 
on Contracts, The Form of the Con- 
tract, Statutes of Frauds, Corporations, 
Partnerships and Common Law Trusts, 
Agency, The Law of Sales, Title Reten- 
tion Contracts, Warehouse Receipts, 
State Fair Trade Acts, Export Sales. 

Part two, on “Collecting The Ac- 
count,” includes chapters on: Collec- 
tion Methods, The Law of Libel, Col- 
lection by Suit, Negotiable Instruments, 
Commercial Crimes, Fraudulent Con- 
veyances, Liens, Bonds on Public Im- 
provements, Misapplication of Construc- 
tion Funds. 

Part three consists of a summary of 
state laws, arranged by states and under 
special headings. Part four, on “In- 
solvency,” includes chapters on: The 
Bankruptcy Law of 1938, Text of 
Chandler Act. Part five, on “Federal 
Regulations Affecting Trade,” includes: 
Anti-Trust and Trade Regulation Laws, 
Federal Wage and Hour Regulations, 
Contracting with the U. S. Government. 
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Part six contains data regarding de- 
partments and services of the National 
Association of Credit Men, and a roster 
of their local associations. Part seven 
contains a directory of referees in bank- 
ruptcy, arranged by states and court dis- 
tricts. Part eight gives various legal 


forms frequently used in credit and col- 
lection operations; and part nine con- 
tains various tables, such as: Limita- 
tions for Civil Actions, Bulk Sales Law 
Requirements, and Exemptions. 


Tue Way Out or War. By Cesar Saer- 
chinger. New York: The Macmillan 
Company. 1940. Pp. 125. 60 cents. 


THE author, broadcaster of “The Story 
Behind the Headlines” for the American 
Historical Association, and long a for- 
eign correspondent and close observer 
of the European scene, discusses the 
underlying forces which cause today’s 
cataclysmic events. 

He devotes chapters to: How Na- 
tionalism, Industrialism, and Imperial- 
ism Lead to War, How War “Solves” 
Problems, Why Wilson Failed, Rebuild- 
ing the Pre-War World, Totalitarianism 
versus Democracy, What Hitler Wanted, 
The Way Out of War, What Can We 
Do?, etc. The book is illustrated with 
a number of helpful maps. 


Stace Fricut anp WHat To Do ABouT 
It. By Dwight Everett Watkins, and 
Harrison M. Karr. Boston: Expres- 
sion Company, Publishers. 1940. Pp. 
110. $1.50. 


IN an interesting yet informative man- 
ner, the authors discuss: The Symptoms 
of Stage Fright, The Causes of Stage 
Fright, and The Remedies for Stage 
Fright. Opinions and advice from many 
well known public figures are given, 
and many clever illustrations by Zadie 
Harvey brighten the pages and help to 
put across the authors’ suggestions. 

Dr. Karr is instructor in public speak- 
ing at the University of California, and 
author of the book “Your Speaking 
Voice.” Dr. Watkins is associate pro- 
fessor of public speaking at the Uni- 
versity of California, and author of “An 
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Introduction to the Art of Speech,” 
“Effective Speech,” “The Convincing 
Word,” etc. 


MAKE YOURSELF A BETTER SPEAKER. 
By E. C. Buehler. New York: The 
Ronald Press Company. 1940. Pp. 
250. $2.50. 


THE author, who is professor of speech 
and dramatic art at the University of 
Kansas, and co-author of “You Sel! 
With Your Voice,” has written this book 
for the business man and woman as wel! 
as the student. It is written in a sim- 
plified, attractive manner, and translates 
the basic theories and methods of good 
speaking into the easily understandabk 
language of the average person’s experi 
ences and beliefs. 

Early chapters present a guiding 
philosophy for speech making, dealing 
with the fundamental attitudes necessary 
for such work. Following chapters ex 
plain the “dimensions” of speech, anc 
the final portion of the book takes uj 
specific problems, types of speeches. 
methods of preparation, suggestions 
hints, exercises and a program for self. 
training. 

Specific chapters include: Talk and 
Find Yourself, First and Always a 
Salesman, Tools at Your Elbow, “I’m 
Scared to Death,” The Five Dimensions 
of Speech (Ideas, Form, Words, Projec- 
tion, Human Relations), What Kind of 
Talk?, Conference vs. Discussion, Mi- 
crophone Speaking, etc. 


GuweE To DEFAULTED RaILRoaD Bonps. 
Edited by Patrick B. McGinnis. New 
York: Pflugfelder, Bampton & Rust. 
1940. Pp. 100. $1.25. 


Tuts handbook is a valuable reference 
guide to the railroad reorganization 
statistician who is interested in deter- 
mining the treatment proposed for 
many obligations of the various insol- 
vent carriers. Financial details of both 
management and Interstate Commerce 
Commission plans are provided, thus fa- 
cilitating comparison. No discussion of 
the plans is provided, it being the inten- 
tion of the author merely to provide 
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an orderly compilation of all available 
financial data relating to the carriers 
in question. And in this connection, 
the volume is well worth while. 


a 


BOOKLETS 


Kconomic RELATIONS WITH LATIN AMERICA. 
Ann Arbor, Mich.: University of Michi- 
gan. 1940. Pp. 75. $1.00. 


us publication contains the proceedings 
of a conference held as a part of the In- 
stitute of Latin American Studies in Ann 
\rbor, Michigan, last year under joint aus- 
ices of the Committee on Latin American 
=tudies of the American Council of Learned 
societies, and the University of Michigan. 
also contains an introduction prepared by 
William S. Culbertson which surveys the 
uuportant events since the conference. 
Part I, on “The Future of Foreign In- 
‘stments in Latin America,” contains ad- 
iresses on the current position of Latin 
\merican portfolio investments held in the 
.. S., position of direct investments in the 
Caribbean and in South America, economic 
justification of direct investments, the his- 
torical function of foreign investments in 
Latin America, Latin America’s reaction 
to foreign investments, a suggestion for the 
administration of investments in Latin 
\merica, etc. Part II is devoted to “Meas- 
ures for Facilitating Trade Between the 
Americas,” and addresses include suggested 
bases for increased trade between the 
Americas, industrialization in Latin America 
and its effect upon trade relations, and 
Latin America and the Trade Agreements 
program. 


A MemoranpumM ON SeMI-FIxep AND PER- 
MANENT CAPITAL FoR SMALL BuvusINnEss. 
Boston, Mass.: Lincoln and Therese Filene 
Foundation, Inc. 1939. Pp. 39. 20 cents. 


Basep on available evidence and opinion, this 
mimeographed survey is devoted primarily 
to the problem: Has small business a legiti- 
mate need for semi-fixed and fixed capital? 
While it makes no original contribution in 
the way of research or judgment, it does 
gather together many of the existing studies 
in this field, and reviews opinions of bank- 
ers, economists, public officials and business 
men on this subject. 

Conclusions reached are that there is a 
real need for fixed capital for small business, 
that there «re “many sound small businesses 
which could profitably use additional equity 
or risk capital (é.e., common stocks) were 
they able to secure it on terms comparable 
to those on which the larger business units 
secure their capital;” and that “the weight 
of the evidence and opinion presented is that 
the need is real and definite” for “semi-fixed 


capital, that is to say, long-term loans for 
small businesses—loans for working capital, 
for the purchase of equipment, and so forth, 
for terms of five, ten, or even fifteen years.” 


Tue Homes tue Pvustic Buitys. By Edith 
Elmer Wood and Elizabeth Ogg. New 
York: Public Affairs Committee, Inc. 1949. 
Pp. 32. 10 cents. 

Tuts Public Affairs Pamphlet discusses 

America’s housing problems, reviewing the 

large and slum-dwelling-families problems, 

government entrance into the housing field, 
ete. 


Can America Buitp Houses? By Miles L. 
Colean. New York: Public Affairs Com- 
mittee, Inc. 1940. Pp. 32. 10 cents. 


A REvisEp edition of an earlier study, this 
booklet deals with housing conditions, de- 
velopment of governmental policy in this 
field, summary of the Federal program, 
local housing developments, and suggestions 
for the next steps to be taken. 


THe Itirvois SEGMENT OF THE NATION'S 
Economy For 1935. By Frank G. Dickin- 
son and Franzy Eakin. Urbana, Illinois: 
University of Illinois. 1940. Pp. 132. 

Tus Bulletin of the University of Illinois 

presents a bookkeeping picture of the IIli- 

nois segment of the nation’s economy, fol- 

lowing the general theme of a previous bul- 
letin, “A Balance Sheet of the Nation’s 

Economy.” 

Chapters include: Concepts; Public versus 
Private Physical Assets; The Accounts, 
Physical Assets, and Net Worth; Methods 
and Sources; Some Interpretations and Con- 
clusions. 
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BLESSING IN DISGUISE 


THE combination of decreasing income, 
increasing expense, and entrance into 
the mass production field has tended 
to focus our attention upon costs. This 
may be a blessing in disguise. Out of 
it should come and will come more effi- 
cient bank methods and a broadening 
of useful services which will embrace 
a greater and greater cross-section of 
our people. Many of us will be grate- 
ful in time to come for the hardships 
which we have undergone, because ullti- 
mately it will mean a modern up-to-date 
banking system geared to perform, in 
the best manner, the functions for which 
the banks are destined.—L. W. Bishop, 
Cashier, State-Planiers Bank and Trust 
Company, Richmond, Va. 
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... written by a banker 


for bankers... 


SMALL LOANS 


AN INVESTMENT FOR BANKS 


By WALTER B. FRENCH 


Deputy Manager, Consumer Credit Department, 
American Bankers Association 


CONTENTS 


HISTORY 
Usury and Usury Laws 
Interest Laws Today 
Small Loan Credit Agencies 
Installment Buying 


EXPERIENCE 


Personal Loan Companies 
Industrial Loan Banks 
Commercia! Banks 


TYPES OF SMALL LOANS 


Personal Loans 
Automobile Loans 
Modernization Loans 
Equipment Loans 


DEVELOPING THE BUSINESS 


Why Banks Are Attracted 

What Banks Should Enter 
Business 

Legality 

Separate Department 

Attitude of Bank 

Average Borrower 

Necessary Detail and Costs 


CONCLUSIONS 
BIBLIOGRAPHY 


HIS book is virtually a handbook on 
personal or consumer loans as a 
business for banks. The author has 

charge of consumer credit activities in 
his own bank. He is a graduate of The 
Graduate School of Banking and wrote 
his graduation thesis for that institution 
on this same subject. 

The chapter on Experience contains 
an historical review of the various types 
of lenders in the small loan field and of 
the developmert of the usury laws. It 
also contains considerable material on 
operating costs of these lenders, interest 
rates charged, occupational pursuits of 
borrowers, loss experience, and other 
data, much of it documented with figures 
and tables. 

Considerable space is devoted to 
methods for developing necessary volume 
of business, including treatment of borrow- 
ers, attitude of lending officers, personal 
solicitations, advertising media, mechanics 
of checking credit references, etc. 


WHAT THE REVIEWERS SAY 


“Offers usable information to banks having small 
loan departments and to banks that are considering 
them. . . . Throws light on some of the practi- 
cal problems encountered by lender and borrower.” 
—BANKING 


“This book is virtually a handbook on personal or 
consumer loans as a business for banks.”—COM- 
MERCIAL AND FINANCIAL CHRONICLE. 

“This book is filled with sound, practical advice based 
not only on the author’s own experience but on the 
experience of the many banks whose operations he 
has studied.”—-TARHEEL BANKER. 


Price $1.50 


BANKERS PUBLISHING COMPANY 


465 Main Street 
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Cambridge, Mass. 
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The Bankers Digest 


The Month’s Banking Thought in Brief 


APRIL, 1940 


CONTENTS 


Proposed Inter-American Bank Alexander Hamilton Institute 
Streamlining the Foreclosure Problem William J. Martin 
Federal Savings and Loan Threat to Banking D. W. Bates 
Banks and the Wage and Hour Law 

Safe Deposit Rates and Rentals James A. McBain 


Crazy-Quilt Pattern of Bank Supervision Attorney General’s Committee 


SURVEY 
How Families Spend and Save Federal Home Loan Bank Review 
Public Opinion on Democracy, Capitalism, Profit Sharing Fortune Magazine 
Public Housing Opening to Private Investors U. S. Housing Authority 


The Business Outlook Selected 


VIEWS 
Attention to Forms and Methods Profitable L. W. Bishop 
Thrift Education and School Savings Important John W. Studebaker 
Meeting Bank Competition Merrill Anderson 
Banking’s Opportunity 
Public Must Be Educated to Save 
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Proposed Inter-American Bank 


Business Conditions Weekly, Alexander Hamilton Institute, Inc., New York City 


EPORTS emanating from Washing- 
ton indicate that the proposed 
Inter-American Bank is to be a 

much more important institution than 
was originally anticipated. 

According to available information, 
the bank is to perform three main 
functions, the first of which is to attract 
foreign capital to the various Latin 
American countries. For this purpose 
the bank would be authorized to buy as 
well as to guarantee the securities of 
the various Latin American govern- 
ments. It has been generally recognized 
that what most of the Latin American 
countries need is more capital, particu- 
larly in the form of direct investments. 
If a bank with a capital of 100 million 
dollars, whose stockholders would be 
the governments of the American re- 
publics, were to guarantee the payment 
of principal and interest on loans, it is 
obvious that more capital would go to 
Latin America. 


Payment Center 


The second function of the proposed 
institution is to act as a center of pay- 
ment for the various member countries. 
This is of great importance because, at 
the present time, the trade of the vari- 
ous American countries among them- 
selves is uneven. Some countries have 
a favorable balance of trade with cer- 


‘‘The establishment of an 
Inter-American bank would be 
a step toward the integrating of 
the currencies of the various 
American republics and of fos- 
tering inter-American trade.’’ 


tain nations, but an unfavorable trade 
balance with others. The prevailing 
policy of trading only with nations 
which buy from them leads to bilateral 
trade and to a curtailment of inter- 
American trade. It is expected that the 
proposed Inter-American bank wou!d 
codrdinate these payments, thus greatly 
facilitating inter-American trade as con- 
trasted with bilateral trade. 


Stabilization Function 


The third function of the bank is to 
aid in the stabilization of the currencies 
and to remove the various exchange 
restrictions that -have been in existence 
for almost ten years. Since the balance 
of trade of a number of Latin American 
countries has shown a considerable im- 
provement in recent months, the stab- 
ilization of the currencies has been 
rendered easier. It is realized, how- 
ever, that more important than the 
stabilization of the currencies is_ the 
necessity of providing financial condi- 
tions whereby the exchanges would re- 
main stable after the exchange restric- 
tions have been removed. 


The proposed Inter-American Bank, 
therefore, if carefully managed, can per- 
form a very important service not only 
for the Latin American countries but 
for the United States as well. It has 
before it the example and experience of 
the Bank for International Settlements 
which, in spite of all the difficulties sur- 
rounding its operation, functioned quite 
successfully until the outbreak of the 
European war. The establishment, 
therefore, of an Inter-American Bank 
would be a step toward the integrating 
of the currencies of the various Amerti- 
can republics and of fostering inter- 
American trade. 
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Streamlining 
The Foreclosure Problem 


By WituiamM J. Martin 
President, Granite Trust Company, Quincy, Mass. 


rg\HERE are certain aims in the 
handling of the foreclosure problem 
which should be kept in mind. We 
should get out of the habit of conclud- 
ing that foreclosed real estate is a 
“jrozen asset.” It is liquid unless one 
persists in thinking along ancient lines. 
Let us assume that a bank has the 
modern view. It looks over its hold- 
ings and decides to initiate a campaign 
to dispose of them as quickly as it can 
consistent with good judgment and 
sound value. It should classify its 
properties into three groups. Worthy 
of its first attention and most impor- 
tant for it to be free of would be those 
properties most difficult to manage; 
properties occupied by tenants on wel- 
fare and requiring constant attention; 
properties where the occupants consider 
a rent payment to the landlord in the 
nature of a Christmas gift. In the sec- 
ond class would be vacant land and 
more specifically the less desirable va- 
cant land. The third class, that more 
attractive class of properties, consists 
of the commercial properties producing 
good returns and the single houses in 
desirable neighborhoods—properties for 
which there is an actual or potential 
demand. 


Appraisal Important 


Once a bank has property by virtue 
of foreclosure, the appraisal can be most 
important in facilitating the movement 
of any particular piece off the books 
of the bank at a good price. The bank 
mast consider itself a merchant and em- 
ploy the method that a good merchan- 


diser would use. Thus, when the ap- 


praiser is retained, be sure that he is 
competent and see that he renders a 
report to you that substantiates the 
value he estimates. Do not advise him 
as to the book value of the parcel, and 
make sure what his “concept of value” 
is. 

Having found the true value of the 
parcel, the problem next arising is that 
of the price tag. The price tag has its 
base on the appraisal, the appraisal 
having indicated the true value of the 
parcel. But each parcel presents its 
own peculiar problems of disposal and, 
fortunately or unfortunately, it may be- 
come necessary to vary from the figure 
on the tag according to the circum- 
stances surrounding each bid. This 
variance is, of course, entered into at 
the discretion of the bank and the only 


‘‘The field of foreclosed prop- 
erties provides a beautiful ex- 
ample of one department of 
banking where a little stream- 
lining pays dividends. We 
should tackle the problem in the 
light of new conditions. An ad- 
justment tc those conditions, the 
employment of sound merchan- 
dising methods, a little intensive 
pioneering, and my belief is that 
the liquidation of our foreclosed 
real estate as a major problem 
will cease to exist,’’ suggests 
Mr. Martin in the accompany- 
ing portion of his recent ABA 
Eastern Regional Conference 
address. 
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guide is old-fashioned “horse sense” ap- 
plied to the situation as we find it. I 
must emphasize, however, that when I 
employ the word “variance” I mean 
variance within the bounds of good 
judgment, which is generally “slight 
variance.” 


Repairs 


Following foreclosure we are at once 
confronted with the problem of whether 
we shall expend a liberal amount on 
painting, papering and on other repairs 
which may greatly improve a property. 
Although there is an old saying in the 
millinery business that the “feather sells 
the hat,” I am a believer in the theory 
that that bank pursues the best course 
which carefully watches its expenditures 
on repairs. I feel that no more money 
should be so expended than is necessary 
to maintain a property in a fairly ade- 
quate condition. 

Timing 

Timing is also of great importance 
in selling. Usually the spring and fall 
of the year are the best seasons for dis- 
posing of properties. There may have 
been whole years when there was little 
or no demand on the part of prospec- 
tive purchasers. A bank should operate, 
however, on the theory that it must be 
constantly on the alert for signs of 
awakening interest in real estate of the 
type that it holds. It must be organized 
always to the end that it may dispose 
of its foreclosed property when the de- 
mand becomes apparent. Then is the 
time to advertise and to push its pro- 
gram to the utmost. 


Advertising 


Finally, I wish to stress what has oft 
been stressed before—advertising. That 
in itself is a science and much money 
can be thrown into it without results 
unless the closest attention is paid to 
advertising policy. I speak principally 
of that advertising which is done of 
foreclosed properties by country banks. 
Generally, the advertising done in the 
metropolitan dailies is too expensive to 
use and, if employed, should be discon- 


344 


tinued when the expected ends are not 
achieved. The local papers are the ones 
that have the strong pull. You can ex- 
periment with the various forms of 
newspaper advertising in your own lo- 
cality until you know fairly well where 
you can advertise and how you can ad- 
vertise to advantage. As far as the 
property itself is concerned, you should 
employ small and attractive signs with 
not more than one to a property. The 
best form of advertising, however, is the 
satisfied purchaser and all that I have 
spoken of before is part of the com- 
ponents which go to produce thet 
phenomenon. 

The field of foreclosed properties 
provides a beautiful example of one de- 
partment of banking where a little 
streamlining pays dividends. We should 
tackle the problem in the light of new 
conditions. An adjustment to those con- 
ditions, the employment of sound mer- 
chandising methods, a little intensive 
pioneering, and my belief is that the 
liquidation of our foreclosed real estate 
as a major problem will cease to exist. 


© 


PROSECUTE BAD CHECK OPERA- 
TORS 


UNWILLINGNESS to prosecute bad check 
operators is one of the principal rea- 
sons why many of these check artists 
continue their criminal careers for a 
long period of years. A man cannot 
be arrested unless someone is willing to 
swear out a warrant and to appear in 
court to give evidence when the case 
comes up. There have been instances 
where the whereabouts of a criminal has 
been known but we were unable to have 
him arrested because none of the per- 
sons defrauded would swear out a war- 
rant. Irrespective of whether a loss has 
been covered by insurance, anyone vic- 
timized by a bad check man should be 
willing to prosecute, as that is the only 
way that these men*can be put where 
they cannot prey upon the banks and 
the general public.—From a_ bulletin 
issued by Harry C. Hausman, Secretary, 
Illinois Bankers Association. 
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Federal Savings and Loan Threat 
to Banking 


By D. W. Bates 


President, National Association of Supervisors of State Banks, and 
Superintendent of Banks for the State of Iowa 


ry \HE powers and privileges of Fed- 
4 eral Savings and Loan associations 

should not be expanded and there 
ould be no further chartering of these 
associations until the law is amended 
i: certain respects which are funda- 
».ental to the well-being of the banking 
«\ stem of this country and to the people 
stich it serves. 

Federal Savings and Loan associa- 
tions should be subject to the supervi- 
sion of a national bank supervisory 
ayency in order that policies of charter- 
ing, supervision and regulation may be 
coordinated in such a manner that these 
associations will not have an unfair 
competitive advantage over banking in- 
stitutions long established in the field. 

The Federal Savings and Loan In- 
surance Corporation should be trans- 
ferred as a separate fund to the man- 
agement of the FDIC. This change is 
imperative if the policies of the two 
funds are to be coérdinated in the in- 
terest of maintaining sound insurance 
systems. The need for this codrdination 
is found in the efforts of the Federal 
savings and loan group to use the fund 
as a means of promoting the whole 
movement. 


Third Banking System Attempt 


The sponsors of the Federal Savings 
and Loan movement have been building 
a third banking system with little ef- 
fort made to codrdinate the activities 
of such system with those of other bank- 
ing institutions. The associations were 
created by emergency legislation “in 
order to provide local mutual thrift in- 


stitutions in which people may invest 
their funds and in order to provide for 
the financing of homes.” Many of these 
associations have sought rapid expan- 
sion by extensive advertising and solici- 
tation not only locally, but even in far 
distant areas. They have emphasized 
high dividend rates directed toward se- 
curing the transfer of funds from other 
institutions. They have also stressed 
the demand nature of share accounts, 
even though they intended to invest 
practically all such share funds in long- 
term mortgage loans. Now, finding 
themselves in possession of funds in ex- 
cess of what they can invest in home 
mortgages in their own communities, 
they seek amendments to the statute 
which would permit them to depart 
from the second purpose for which they 
were created, namely, the financing of 
homes. 

Another provision of the bill is the 
proposed expansion of the power to in- 
vest share capital in securities, further 


The accompanying article, re- 
printed from the ‘‘Protective 
Bulletin’’ of the Pennsylvania 
Bankers Association, and con- 
sisting of extracts from a letter 
by Mr. Bates, discusses pending 
bill H. R. 6971, introduced by 
Representative Steagall in the 
last regular session of Congress, 
and now reported out of Com- 
mittee. 
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evidencing the desire to depart from 
traditional savings and loan operation 
and to conduct a general banking busi- 
ness. 

Branch Powers 


The Minority Report of the House 
Banking and Currency Committee, dated 
June 26, 1939, relative to H. R. 6971 
stated: “The purpose of this bill is to 
set up a nation-wide branch banking 
system, to monetize mortgages, and to 
centralize the management of credit un- 
der a_ politically controlled Federal 
bureau.” 

As for branch offices, these associa- 
tions claim they have the authority to 
establish branches without restriction, 
any place in the United States. We 
favor retention of the present statutory 
provision which permits each state to 
determine its own policy with respect 
to branches within its borders. So far 
as branches are concerned, Federal sav- 
ings and loan associations should be 
even more definitely localized and re- 


TRUST DEPARTMENTS 
ALL OVER THE 
COUNTRY ARE USING 


Personal Trust 
Administration 


By CUTHBERT LEE 


A Working Manual for 
Every Trust Department 


Price $5.00 


BANKERS PUBLISHING CO. 


465 MAIN STREET 
CAMBRIDGE, Mass. 


stricted than national banks, because a 
system of extensive or widespread 
branches is inconsistent with the local 
mutual character of savings and loan 
associations. 


Tax Exemption Principle 


The tax exemption applicable to Fed- 
eral associations is another fundamental 
principle which has not been dealt with 
in the agreement of the joint committee 
of the U. S. Savings and Loan League 
and the American Bankers Association. 
regarding H. R. 6971. Exemption to 
shareholders from normal Federal in- 
come tax upon income received from 
shares was granted by Congress appar- 
ently upon the theory that the share- 
holders of Federal associations woul: 
be persons of small income. These as- 
sociations have solicited large lum): 
sum investments and savings of a de 
mand deposit character, which polic 
has lent encouragement to tax avoid- 
ance. It is unsound from the standpoint 
of public policy to promote the diver- 
sion to a system of tax exempt institu- 
tions (such as Federal savings and loan 
associations) of business that can be 
performed by banks and trust companies 
which for many years have made sub)- 
stantial contributions to the support of 
government. 


Further Effects 


The effect of many provisions of the 
bill would be to further divert Federal 
associations from the functions they 
were intended to exercise as local sav- 
ings and home-financing institutions. 
Moreover, Section 9 would provide that 
state chartered associations could con- 
vert to the Federal system even though 
not authorized by state law. This pro- 
vision is in disregard of, if not an ac- 
tual effrontery to, the sovereign powers 
of the states. 

The National Association of Super- 
visors of State Banks stands opposed 
to this bill and we will oppose any 
other bill seeking to enlarge the powers 
of Federal savings and loan associations 
until the fundamental defects existing in 
the system have been corrected. 
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Banks and 


The Wage and Hour Law 


By L. A. HILt 


Official Representative, Wage and Hour Division, U. S. Department of Labor 


¢ UR General Counsel has advised 
» J banks to comply with the provi- 

sions of the Fair Labor Standards 
\ct. In his opinion, bank employes 
eonerally are covered. The final deter- 
mination as to coverage will, of course, 
b> made by the courts. In the mean- 
time we feel that it would be unwise 
for any bank to fail to comply, as a 
jater decision by the courts that they 
were covered would mean that back 
wages would be due employes from Oc- 
tober 24, 1938. 

| would like to say something here 
about the particular problem of time 
and payroll records of bank employes. 
Generally, I believe, your employes are 
paid on a weekly, semi-monthly, or 
monthly basis. It has not been cus- 
tomary in the past for you to keep em- 
ploye time records. 

One misconception, which has now 
been generally corrected, is that the Act 
applied only to workers paid by the 
hour. This is not the case. The bene- 
_ fits of the Act are extended to salaried 
workers as well as to those paid on a 
piece work or hourly basis. It is there- 
fore required that time records be kept 
for all such employes. Such records 
should disclose the time worked each 
work day and each work week. 


Adequate Records Essential 


Many banks are using a time card 
or a time sheet on which the employe 
records his time each day and on which 
the weekly time is summarized and com- 
putations of overtime payments made. 
Such a time card or time sheet will meet 


I would 


the requirements of the Act. 


like to suggest, however, that you show 


the time in in the morning, time out 


and in at lunch time, and time out at 
the end of the day. I believe that any 
court would consider it a better record 
than one indicating, for instance, 714 
hours each day and 4 hours on Satur- 
day without variation. 

It is your responsibility to see that 
the time records truthfully reflect the 
hours worked. In this connection | 
might call your attention to Section 16 
of the Act which gives the employe the 
right, in cases of violation, to sue his 
employer for double his back wages 
due plus attorney’s fees and court costs. 
If your records show that they have 
been carefully kept and your other em- 
ployes are able to substantiate your 
claim as to their accuracy, you will be 
in a good position to disprove any pos- 
sible unjust claim that may be entered 
against you. When our inspectors find 
evidence of falsification of records, they 
immediately begin preparing the case 
for legal action. I cannot impress too 
strongly upon you the advisability of 
keeping adequate and accurate records. 


The accompanying article, 
containing suggestions of inter- 
est to bankers regarding com- 
pliance with the Wage Hour 
Law, is based on portions of Mr. 
Hill’s address before a recent 
district meeting of Group I of 
the Wisconsin Bankers Associa- 
tion. 


THE BANKERS MAGAZINE for April, 1940 





Time Off for Overtime 


Many banks have asked if there was 
hot some way whereby time off could 
be given an employe to compensate for 
overtime. The unit of work under the 
Act is the work week which has been 
defined as any consecutive days. That 
is, the work week may be chosen to 
start at any time during the calendar 
week. However, such work week may 
be changed if the change is intended to 
be permanent and is not for the pur- 
pose of avoiding overtime payments. 
The overtime provisions of the Act do 
not become effective at the present time 
until forty-two hours have been worked 
ip a week. Time lost may be made up 
or time off may be given at straight 
time for daily overtime worked within 
the work week. 

If an employe is working a regular 
number of hours per week and is paid 
on a semi-monthly or a monthly basis, 
you may give him time off from his 
regular work week, at the rate of time 
and a half for each hour of overtime 
worked, within the same pay period, 
and pay him his regular pay for the 
period. Actually what that means is 
that you can lay off an employe and 
dock him for time off until such sav- 
ings equals the extra amount of pay 


he has coming for overtime during an- 
other week in that pay period. 

Obviously this could not be done un- 
less the employe regularly worked a 
regular number of hours. Otherwise 
you may be docking him for hours that 
he may not have had to work anyway. 

From the various conferences which 
we have had with bank officials it ap- 
pears that very few employes in banks 
do work a regular number of hours. 
It appears that the hours of most bank 
employes vary from week to week so 
that it will not be possible to compen- 
sate such an employe for overtime by 
giving him time and a half off in some 
other week. 

It appears that in most cases bank 
employes work a variable week at 
fixed salary. Therefore they actuall: 
work at a different hourly rate eaci 
week. If those conditions are true as 
regards any employe, then his overtime 
compensation should be based on an 
hourly rate arrived at by dividing his 
weekly earnings by the hours worked 
for that week. In addition to his regu- 
lar pay, he would have coming addi- 
tional one-half time, for hours over 
forty-two at the present time. Our 
Interpretative Bulletin No. 4 will assist 
you in determinine the earnings of the 
employe under differing circumstances. 
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Safe Deposit Rates and Rentals 


By James A. McBain 


Secretary, New York State Safe Deposit Association, and Assistant Treasurer, 
The Chase Safe Deposit Company, New York 


¥ T is said the safe deposit vault of a 
» bank may be the source of good or 
~~ evil. It can be a potent factor for 
ood in the bank’s income account if 
i. is managed with that idea in mind 
and in accordance with the present-day 
trend toward service charges which are 
based upon the value of the services 
rendered. If the banks are no longer 
willing to carry low balance accounts 
vithout adequate compensation, why 
should they continue to be willing to 
permit their safe deposit boxes to be 
let at rates which cannot begin to de- 
fray depreciation costs and all other 
items of expense properly chargeable 
to the vault’s operation and main- 
tenance? 

We all know how the management 
of a bank may feel when it is erecting 
a building. It has to have a vault, so 
the management will say: “Let’s make 
the vault just a little bigger and we'll 
put in a few boxes. Maybe we can rent 
them to our customers for a couple of 
dollars a year, and make some money 
from them.” 

The bank may let the vault run itself 
as a necessary evil when it realizes the 
almost certain difficulties and the prac- 
tical impossibility of making any money 
at all with the low rates established. 
One fine day the management wakes up 
to find that it has a nice little lawsuit 
on its hands because of its unsupervised 
operation of that safe deposit vault 
which it started with such rosy hopes 
of making a little piece of change from 
boxes renting for a couple of dollars 
a year each. Then the management de- 


cides that it has a “white elephant” 
and runs to its lawyers or insurance 
company to get it out of this predica- 
ment. The lawyer for the bank or in- 
surance company then looks over the 
files on safe deposit cases. He will try 
to build up a defense for the bank based 
on precedent case law and on practices 
common to the business. While all this 
is going on, the bank management may 
be thinking: “Why didn’t we charge 
this particular customer a rate which 
might serve to reduce more appreciably 
all of the costs and headaches with 
which our bank is now burdened?” 


Raise in Rates Beneficial 


Now is the time for this bank to raise 
its rates, while it is in the mood! If 
it does, probably it will lose some 
boxes, maybe a great many. However, 
the odds in favor of the move are good. 


‘*Almost every case of which 
we have heard where a bank has 
had the courage and foresight 
to raise its unreasonably low 
rates in the long run has re- 
sulted in an increased income 
account,’’ states Mr. McBain in 
the accompanying portion of his 
recent remarks before a meeting 
of the Western New York Group 
of the New York State Safe De- 
posit Association. 
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Almost every case of which we have 
heard where a bank has had the cour- 
age and foresight to raise its unreason- 
ably low rates in the long run has re- 
sulted in an increased income account. 
Of course, a corresponding lower ratio 
of operating expenses was effected. In 
at least one case which recently came 
to our attention, the bank management 
was of the opinion that the boxes lost 
were those of customers who carried un- 
profitable accounts with the bank any- 
how. Many of the customers lost were 
of the type who were habitually past 
due in rent. In one community a bank 
which took the step now has the best 
and most business even though it is get- 
ting better prices for its boxes than do 
its competitors. The public sometimes 
is skeptical of something it gets for 
nothing. The safe deposit business is 
almost in this calegory in some cases! 

The public should be willing to pay 
a fair rate if the point is driven home 
that the cost of the box is much cheaper 
than the cost of replacing so many valu- 
able things which should be kept in a 
box, regardless of whether or not they 
include securities. 

After all we are in business to make 
a profit, otherwise there would be no 
point in being in business at all. It 
is the primary reason why we are here. 
It is true that many vaults are operat- 
ing purely as service departments, but 
they can be made to yield a greater 
gross return. We do not think we are 
like the businessman who was asked 
why he continued to sell his product 
at a price that yielded him less than 
the cost of production and he answered 
that he only did so because of the large 
volume of sales! 


People Can Be Sold 


On the side of increasing the number 
of box renters, our association defrayed 
out of its treasury the cost of a survey 
carried on by a firm expert in research 


work. Its agents made inquiries of a 
great many individuals selected at ran- 
dom. The result of the survey indicated 
that a large percentage of potential 
renters did not know about safe de- 
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posit boxes. Another large number 
were aware of the existence of the serv- 
ice, but just never got around to the 
point of renting boxes. The net result 
of the survey indicated that our market 
for volume is among those people with 
just average small incomes who may not 
as yet have had the occasion to use any 
facilities of banks, especially commer- 
cial banks. The agricultural groups 
are included too since their real income 
is not measured solely in dollars ani 
cents. It is a fallacy to believe that « 
prospect for a box is only someone who 
has stocks and bonds. The researc! 
sponsored by our association ha: 
proved that to be wrong. The result» 
of the research work convinced us tha! 
these people can be sold with a prope: 
approach. To use an analogy—few 
families were educated to the use o! 
orange juice in their daily diet until 
the fruit growers got together anil 
stressed the food value of oranges from 
coast to coast by advertising which ay- 
pealed to the consumers in the poter- 
tial market. 


Real Need for Service 


Years ago when there were but few 
safe deposit vaults, there came a sudden 
demand for safe keeping services fro: 
the owners of Liberty Bonds. While 
these bonds have since been called in, 
their previous owners who used boxes 
are likely prospects for rerental since 
they at least will have some idea of the 
merits of the service, even though they 
may not now be investors. Today the 
Government is selling more and more 
Savings Bonds and while they are reg- 
istered there is still an advantage to the 
owner to keep them safely. It is true 
that the Government offers free safe- 
keeping, but the custody receipts, them- 
selves, should be kept in some safe place. 
You may ask what about the people 
who own none of these and our answer, 
as our survey indicates, is that, among 
others, every home owner or every 
family with life insurance policies may 
be solicited. Social Security cards, for 
one thing, certainly are worth keeping 
safely. 
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Crazy-Quilt Pattern of 
BANK SUPERVISION 


By THe ATTORNEY GENERAL’s COMMITTEE ON 
ADMINISTRATIVE PROCEDURE 


Department of Justice, Washington, D. C. 


T the present, supervision over 
‘4, banks presents a crazy-quilt pat- 

tern, divided between the Comp- 
roller of the Currency, the Federal 
‘teserve System, the Reconstruction 
‘inance Corporation, the Federal De- 
osit Insurance Corporation, and the 
everal state banking authorities. 

A vivid, if baffling, picture of prin- 
ipal bank supervisory relationships is 
-cawn in the Board’s Twenty-Fifth An- 
ual Report. This annual report is 
irgely devoted to the problem of over- 
-apping jurisdiction and distressing dif- 
rusion of control. The report states 
that 


the development of the mechanism of 
supervision has been piecemeal in char- 
acter, and not in accordance with com- 
prehensive plans made with reference to 
the country’s banking needs as a 
whole. From this process the banking 
picture emerges as a crazy-quilt of con- 
flicting powers and jurisdictions, of 
overlapping authorities and gaps in 
authority, of restrictions making it 
difficult for banks to serve their com- 
munities and make a living, and of 
conditions making it next to impossible 
for public authorities to apply adequate 
restraints at a time and in conditions 
when this may be in the public interest. 


Thus, for example, the Board and 
the FDIC share the power to determine 
maximum rates of interest to be paid 
on time deposits and similarly the 
Board, the FDIC, and the Comptroller 
of the Currency share the duty of en- 
forcing the prohibition against pay- 
ment of interest on demand deposits. 
Regulations are often issued by one 
xgency, enforced by others. The Comp- 
troller of the Currency issues regu- 
lations defining and governing the 


purchase of investment securities by na- 
tional banks. These regulations are also 
applicable to state member banks, so 
that the Comptroller enforces them as 
to national banks, and the Reserve Sys- 
tem as to state member banks. The 
Board grants trust powers and issues 
regulations concerning their exercise. 
Supervision to assure compliance with 
the regulations is primarily the duty 
of the Comptroller. The Board issues 
regulations governing the amount of 
credit which can be carried on secu- 
rities. As to individual brokers and 
dealers, the regulations are enforced by 
the SEC; as to banks, they are enforced 
by the FDIC, the Comptroller, and the 
Board (the FDIC enforces as to insured 
non-member banks, the Comptroller as 
to national banks, the Board as to state 


The accompanying article is a 
portion of the recent report on 
the Federal Reserve System 
made to the Attorney General’s 
Committee on Administrative 
Procedure by the committee’s 
staff. While the report reflects 
the views of the staff, its pub- 
lication indicates neither ap- 
proval nor disapproval by the 
committee of opinions stated. 
The committee’s final conclu- 
sions and report will be made 
after consideration of the find- 
ings of the staff, of the record 
of oral examination of admin- 
istrative officers, and of state- 
ments made to it in public hear- 
ings or in writing. 
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member banks; no Federal agency en- 
forces as to non-member non-insured 
banks). The Board administers the law 
regarding holding company affiliates of 
member banks. The same holding com- 
pany may control a national bank, for 
whose supervision the Comptroller is 
primarily responsible, a state non-mem- 
ber bank, for whose supervision the 
FDIC and the states are primarily re- 
sponsible, and a non-banking corpora- 
tion which is not subject to any super- 
vision by banking agencies. 


Resultant Confusion 


The result is confusion in general and 
at times delay in effectiveness in par- 
ticular cases. Thus, the Board reports 
(in its Twenty-Fifth Annual Report) : 


There are cases of banks threatening to 
give up national charters in order to escape 
regulation and supervision by the Comp- 
troller. ... ; of other banks threatening to 
retire from the Federal Reserve System in 
order to escape [its] regulation and super- 
vision. ... ; and of still other banks threat- 
ening to join the Federal Reserve System 
in order to escape some requirements or con- 
ditions imposed by the Federal Deposit In- 
surance Corporation. 


Further, as a consequence, “the banks 


themselves are frequently confused 
about the agency with which they must 
deal and by the variety of regulations.” 
Finally, there are so many consultants 
involved when the patient falls ill that 
death may well outrun the agreement on 
the cure. In one case, for example, 
there arose a dangerous banking situa- 
tion in en overbanked community where 
two state member banks and one na- 
tional bank—all in bad condition— 
were located. Negotiations and plans 
to relieve the situation were begun. But 
the plan had to satisfy the local inter- 
ests; the state authorities; the RFC, 
which purchased preferred stock in the 
new bank; the Secretary of the Treas- 
ury, who had first to request the RFC 
to subscribe to the stock and then had 
to license the new bank; the FDIC, 
which made a loan to the national 
bank; the Comptroller, who was respon- 
sible for the national bank; and the 
Federal Reserve bank in the district and 
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the Board of Governors, in connection 
with the admission of the new bank into 
the system. 

Another example described in the 
Federal Reserve Board’s Twenty-Fifth 
Annual Report was the case of the na- 
tional bank, as to which, while the 
FDIC was preparing to institute pro- 
ceedings to terminate the bank’s insur- 
ance and to have the FDIC appointed 
as receiver, the Comptroller filed a cer- 
tificate with the Board instituting pro- 
ceedings against the bank president to 
remove him. The Board began its hear- 
ing, but meanwhile the Comptroller ap- 
pointed a conservator. Thereafter, the 
Board removed the president; then the 
FDIC as receiver supplanted the con- 
servator. 


Conflict Diminished by Agreement 


But, as stated by the Twenty-fifth An 
nual Report of the Board: “In practice 
there is less confusion in many of the 
supervisory activities of the Comptrolle: 
of the Currency, the Federal Reserve 
System, and the Federal Deposit Insur- 
ance Corporation than in the authority 
under which these agencies act.” 

Bank examinations are cited as an 
example of diminution of conflict by 
means of agreements among the agen- 
cies. Although each bank may be ex- 
amined by two or more agencies, by 
mutual agreement, “the extent of dupli- 
cation in this respect is reduced through 
arrangements for joint or alternative 
examinations. In practice, therefore, 
the effect of these conflicting authorities 
to examine banks has been minimized 
by agreement by which the Federal 
agencies accept each other’s examina- 
tions.” Similarly, the agencies have 
agreed upon codperative arrangements 
in relation to reports, and, in 1938, 
“after lengthy negotiations, a voluntary 
agreement between the agencies in con- 
nection with examination policy was 
reached.” Further, as noted in passing, 
consultation on particular cases and 
with reference to particular regulations 
is frequent. Removal and forfeiture 
cases are brought only after extended 
discussions among the agencies; trust 
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applications are submitted to the Comp- 
troller of the Currency for his recom- 
mendations; proposed regulations are 
submitted to the various agencies for 
their analysis. 

Nevertheless, as the Board pointed 
out in its recent annual report, these 
voluntary arrangements are not a defini- 
tive solution to the problem. Although 
the various powers tc examine have been 
coordinated to the considerable satis- 
faction of the banks, “the authority, 
nevertheless, exists and can be used. 
_. . Even after an agreement is reached, 
ihere may be, and in fact, there are, 
differences of interpretation of the pro- 
cedure, formula, or policy agreed 
upon.” The difficulties of obtaining 
similarity of interpretation inhere in the 
situation 


because the agencies have different re- 
sponsibilities and, therefore, different 
approaches to the problem. The Comp- 
troller of the Currency is primarily a 
supervisory and examining agency and 
is interested principally in matters 
affecting the status of individual banks. 
The Federal Deposit Insurance Cor- 
poration is primarily an_ insurance 
agency and, therefore, primarily con. 
cerned about the protection of the in- 
surance fund. The Board of Gov- 
ernors, in addition to its supervisory 
responsibilities, is concerned with na- 
tional credit and monetary policies, and 
is, therefore, interested in supervisory 
policies that are in conformity with 
credit policies. ... 

While the ultimate objective of all 
the agencies concerned is a sound bank- 
ing condition and an unimpeded flow of 
funds to finance commerce, industry, 
and agriculture, the different points of 
approach to the problem by the different 
agencies inevitably lead to differences 
in emphasis in the interpretations of 
principles of policy. 


Efforts toward harmonization, thus, 
are not always easily successful. An 
example is the protracted discussion 
over Regulation Q, defining and regu- 
lating the payment of interest. The 
FDIC was given a similar power in re- 
lation to insured non-member banks. 
In November, 1935, the Board issued 
its regulation, and shortly thereafter 
learned that the FDIC’s proposed regu- 
lation differed from the Board’s. Ac- 


cordingly, the Board postponed the 
effective date of its regulations, and 
throughout the entire year of 1936, the 
two agencies conferred in an effort to 
harmonize their regulations. The efforts 
were unsuccessful and at the end of the 
year the Board announced that its regu- 
lation would become effective. The 
chairman of the House Banking and 
Currency Committee and the chairman 
of the Senate Banking and Currency 
Committee intervened and again the ef- 
fective date of the regulation was post- 
poned and again the agencies conferred. 
Ultimately, the agencies agreed upon a 
general definition, which, however, 
would “permit the general application 
by each agency of a uniform law and a 
determination of specific cases based 
upon the facts involved. It will also 
permit each agency to determine, with 
respect to cases coming before it, 
whether or not any practice involved 
in any such cases is a ‘device’ within 
the meaning of the statute employed by 
the banks to evade the prohibition of 
the law” (joint press statement released 
by the Board and the FDIC, February 
12, 1937). Under this arrangement, 
however, the question of what is “in- 
terest” in a particular case is a matter 
for each agency to determine, without 
reference to the other. Similarly, rul- 
ings and interpretations under Regula- 
tion T, enforceable by the SEC, are is- 
sued by the Board without reference to 
the SEC. It may be suggested that co- 
operation may be extended to confer- 
ences on interpretations and _ rulings, 
although “in view of the widespread 
differences of opinion” between the 
agencies, these conferences may be use- 
less at least in reference to Regulation Q. 

In view of the inherent difficulties, it 
is highly probable that the solution lies 
not in makeshift voluntary “codpera- 
tion” between the various agencies but 
in the thorough-going coérdination and 
unification of the several banking au- 
thorities, a possibility which is now be- 
ing considered by the appropriate Con- 
gressional committees and which is 
forcefully urged by the Board itself in 
its recent annual report. 
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SURVEY 


A condensation of recent studies or reports on various phases of banking, 
finance and economics issued by banks, magazines, advisory services, business 
associations, Government bureaus and other organizations. 


HOW FAMILIES SPEND AND SAVE 


Federal Home Loan Bank Review 


(Following is a portion of the article “How 
Families Spend Their Incomes,” appearing 
in the March issue of the Federal Home 
Loan Bank Review. The article is based 
upon the study “Consumer Expenditures in 
the United States,” recently published by 
the National Resources Planning Board.): 


F the aggregate income received by 

the nation’s consumers during a 

12-month period in 1935-36, 

approximately 85 per cent was spent for 

current consumption, five per cent was 

used for gifts and direct taxes, and ten 
per cent was saved. 

Shelter, including household opera- 
tion and furnishing, accounted for 27.3 
per cent of total consumer income, or 
almost as large a share as food, which 
absorbed 28.5 per cent of income. Ex- 
penditures for clothing of 8.9 per cent, 


CaTEGoRY 

Current Consumption: 
Food 
Housing (money expense) 

(imputed value) 

Household operation 
Furnishings 
Clothing 
Automobile 


All consumption items 
Gifts .. 

Personal taxes (See Note) 
Savings 


we pwnedtnenGas $16,865 


and for automobiles 6.4 per cent, were 
the next largest items. 


With a combined income of $50,000.- 
000,000 during the 12 months surveyed 
the 39,000,000 families and single indi- 
viduals making up the American con. 
sumer market, spent nearly $38,000. 
000,000 in satisfaction of three princi 
pal wants—food, shelter, and clothing. 
Shown in the accompanying table ar 
expenditures classified according to 
general type of disbursement. 


The savings curve stands out in a 
striking manner. Starting with aver- 
age savings of $25 (a bare two per ceni 
of income) in the $1,250 to $1,500 
group of families and single individuals. 
the proportion saved increases rapidly 
to nearly six per cent ($107) in the 


Per Cent oF Tora 
ConsumMER INCOME 
28.5 


EXPENDITURES 
(in millions of dollars ) 


7,125 
2,381 
5,285 
1,422 


i ie 2) 
Sans 
a 


homes, are merged with the expenditures for the particular goods and services to which 


they apply.) 
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$1,750 to $2,000 class, and to 16 per 
cent ($548) in the $3,000 to $4,000 
group. 

The groups with incomes over $1,450 
saved a total of $7,400,000,000—nearly 
one-fifth of the total income of this 
upper third of the nation; offsetting 
these positive savings, however, is the 
net deficit of $1,400,000,000 incurred 
hy the poorer two-thirds of the nation. 

In contrast to the curve for savings, 


the housing curve approaches more 
nearly a straight line. There is only a 
slight falling off in the amount of in- 
crease in outlay with each addition to 
income. This is also true of household 
operation. Housing and household op- 
eration combined take 30 per cent of 
income at the $1,000 to $1,250 level, 
25 per cent in the $2,000 to $2,500 
group, and 24 per cent in the $3,000 to 
$4,000 income class. 


PUBLIC OPINION ON DEMOCRACY 


Fortune Survey, Fortune Magazine 


Although the present American form of 
government is considered “about perfect” 
by a majority of the people, a minority 
of startling size—calculated at almost 
1,000,000 adults—either wants or expects a 
completely new form of government in place 
f democracy and capitalism in the U. S., 
secording to the Fortune Survey of Public 
opinion in the March issue of Fortune maga- 
zine. This scientific sampling of public 


ERE are the answers, and also the 
breakdown according to the in- 
come levels of the people giving 

them, to the question: “Which one of 
the following most nearly represents 
your opinien of the American form of 
government?” 

Here comes a thumping vote of con- 
fidence in our way of government as it 
now stands, and it comes not only from 
every class, but without exception from 


Total 
Per 
Cent 


Our form of government, based on 
the Constitution, is as near perfect 
as it can be, and no important 
changes should be made in it.... 

The Constitution has served its pur- 
pose well, but it has not kept up 
with the times and should be thor- 
oughly revised to make it fit 
present-day needs 

The systems of private capitalism 
and democracy are breaking down, 
and we might as well accept the 
fact that sooner or later we shall 
have to have a new form of govern- 
ment 


opinion also discloses that: (1) the public 
favors provision for the needy by the Gov- 
ernment even if it means higher taxes, but 
not if it means curtailment of individual 
freedom; (2) an overwhelming majority 
rejects the idea of limiting an individual’s 
ennual earnings by law; (3) some kind of 
profit sharing is more popular than distribu- 
tion of profits only to stockholders.  Fol- 
lowing is a portion of, this survey): 


every occupation and part of the coun- 
try. The smallest minority, however, 
deserves‘the most attention, for if the 
total of 5.2 per cent who either want 
or expect a completely new form of gov- 
ernment in place of democracy and 
capitalism is converted into people, it 
comes to about 4,000.000 adults. And 
that, indeed, is enough of a following 
to make any demagogue look impres- 
sive. It is four times as many people 


lower 

Middle 
Per 
Cent 


Pros- 
perous 
Per 

Cent 


Upper 

Middle 
Per 

Cent 


Poor 
Per 
Cent 


Negro 
Per 
Cent 
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as have ever voted in any one election 
for the Socialist and Communist tickets 
combined. 

To the question: “Do you think there 
should be a law limiting the amount of 
money any individual is allowed to earn 
in a year?” the replies were: 


ter what is expected of it affirmatively, 
the better; and the feeling that if a 
good mechanic becomes a W. S. Knud- 
sen, more power to him. 

It appears that the public is more 
inclined to give all profits to the stock- 
holder than all profits (after limited 


Pros- Upper Lower 


Total 
Per 
Cent 


Middle 
Per 
Cent 


Poor 
Per 
Cent 


perous Middle 
Per Per 
Cent Cent 
23.9 10.3 18.1 23.5 31.7 
70.0 88.5 78.9 72.0 59.3 
6.1 1.2 3.0 © 4.5 9.0 


Negro 
Per 
Cent 
31.5 
51.4 
17.1 


These answers emphatically affirm 
the freedom of the individual to make 
the most of his chances. Even the lowly, 
who may envy the rich, wouldn’t sug- 
gest passing a law to limit opportunity. 
And scarcely more than a third of all 
the laboring classes and of the unem- 
ployed would advocate such a thing. 

Then, in order to determine public 
opinion on the question of profit shar- 
ing in business, Fortune Survey asked: 
“Which one of these statements comes 
closest to describing your own point of 
view?” Replies were: 


dividends) to the workers, but the most 
popular course is the median one—some 
kind of profit sharing after fair divi- 
dends and wages have been paid. 
Probably most of the people so think- 
ing would hesitate, being conservative 
at heart, to give this policy the force 
of law. But their opinion should have 
therefore all the more weight with cor- 
porations considering _ profit-sharing 
plans, and it implements the belief, 
overwhelmingly expressed in the For- 


Total 
Per Cent 


If a business pays top wages, it is fully entitled to keep for its stockholders any 
amount of profit it can earn 

If a business pays top wages, it should pay a certain fixed per cent to stockholders, 
and everything over that should be divided somehow between workers and stock- 
holders 

Regardless of how much the profits are, ' stockholders are entitled only to a certain 


fixed per cent, and sentient over that should be distributed among the workers 


Don’t know 


This statistic probably reflects two 
attitudes: the belief that the less govern- 
ment does in a restrictive way, no mat- 


tune Survey last month, that the inter- 
ests of employers and employes are 
identical rather than opposed. 


PUBLIC HOUSING OPENING TO PRIVATE INVESTORS 
United States Housing Authority 


ITH nearly $87,000,000 of priv- 
ate capital already engaged in 
financing slum-clearance and 
low-rent housing projects, the United 
States Housing Authority is now turn- 
ing its attention toward the perfection 
of plans which, it is hoped, will result 
in throwing open the entire national 


356 


public housing movement to private 
investors. 

The high point in the initial steps of 
long-range private financing was reached 
recently when the first local housing 
authority long-term bonds were offered 
as a test of the market. 

These securities, totaling $1,681,000, 
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were sold on the open market to private 
bidders at a rate of interest about one- 
half of one per cent less than that re- 
quired by law to be charged by the 
\JSHA for its loans. 

The most significant fact about the 
sale of the long term bonds, in the 
estimation of USHA officials, is the fact 
ihat for the first time it has been demon- 
strated that local housing authorities 
sre able to raise from private sources 
20 to 25 per cent of the capital cost of 
sublic housing projects, while in the 
ast the USHA has always loaned 90 
er cent of the cost with local communi- 
‘ies supplying the balance of 10 per 
ent. 

A broadening of this local participa- 
tion is expected eventually to reach a 
voint where localities will be able to 
put up as high as 50 or even 60 per 
cent of the cost of their projects with 
the USHA supplying the proportion- 
ately ever diminishing balance. 

Two issues of short-term temporary 
loan notes, totaling $85,000,000, to 
finance construction of USHA-aided 
low-rent housing projects, already are 
in the hands of private investors and 
other issues are in the process of prep- 
aration. 

The first issue sold at an interest rate 
of 60/100 of one per cent, while in the 
second the interest was driven down to 
45/100 of one per cent. It is expected 
that even lower interest rates will be 
obtained in subsequent issues of short 
term notes. 

The present USHA financing pro- 
gram, which was rounded out after two 
years of planning by eager public 
acceptance of the recent offering of 
long-term bonds, contemplates: 


(1) Local authorities will continue 
to obtain private short-term financing at 
these low interest rates for all costs 
during the construction period until 
their projects are 75 to 90 per cent 
completed. 

(2) When the projects near comple- 
tion, local authorities will obtain long- 
term financing with the largest possible 
participation by private capital and the 
remainder through an USHA loan. 
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The success of the recent tests of the 
private investor’s interest in public 
housing securities has shown that sub- 
stantial savings will result through this 
new financing plan. Through short- 
term financing at low interest rates, 
these initial sales indicate, local 
authorities will be able to reduce the 
costs of their projects by at least two 
per cent. 

This makes possible a saving of 
almost $20,000,000 on the development 
cost of the entire present USHA slum 
clearance and low-rent housing pro- 
gram. In turn, this will mean smaller 
USHA subsidies per family to maintain 
rentals within the means of low-income 
tenants, as subsidies are computed on 
the basis of development cost. 

By postponing permanent financing 
until their projects are 75 to 90 per 
cent completed, local authorities not 
only obtain lower interest rates through 
their short-term notes, but also avoid 
incurring interest charges on large 
sums of money during construction 
periods. The short term-financing 
enables them to borrow money as it is 
needed for development purposes. 

Another advantage of the new financ- 
ing plan is that at the time a local 
housing authority issues its long-term 
bonds under the present plan, it knows 
with virtual certainty just what amount 
it really is necessary to sell. This elim- 
inates the risk of selling an excessive 
amount of bonds and needlessly in- 
creasing interest charges throughout the 
life of the project. 

Bonds purchased by the USHA from 
local authorities as well as USHA funds 
loaned for financing construction, must 
bear an average interest rate of approxi- 
mately three per cent. This is stipu- 
lated in the United States Housing Act. 

Under the United States Housing Act, 
the USHA can loan to a local housing 
authority up to 90 per cent of the total 
development cost. Until the new financ- 
ing plan was put into operation this 
month, it had been customary for local 
authorities to borrow USHA funds up 
to this 90 per cent limit. 

Local housing authorities in four 


1940- 357 





cities—Syracuse, New York; Allentown, 
Pennsylvania; Utica, New York and 
St. Petersburg, Florida—participated in 
the initial sale of long-term bonds to 
private investors. Syracuse and Allen- 


town offered issues representing 20 per 
cent of the capital cost of the projects 
involved. Utica’s issue was for 25 per 
cent, while St. Petersburg offered 10 
per cent. 


THE BUSINESS OUTLOOK 
Selected 


The Cleveland Trust Company 
Business Bulletin 


There is now under way in this coun- 
try a rather important decline in busi- 
ness activity. Last December the 
volume of industrial production, as 
measured by the Federal Reserve index, 
rose to an all-time high level of 128. 
By January it had declined to 119, and 
by February to 109. The decline still 
continues and it now seems probable 
that the March figure will be about 105. 
If that turns out to be the case the in- 
dex number of indusrial production will 
have fallen by 23 points, or 18 per cent 
in three months immediately following 
the making of a new high record. 

All this is highly important because 
every business man would like to have 
some reasonably reliable guide to aid 


him in reaching a judgment as to: 


whether the present decline in business 
is merely a temporary reaction in a 
major upward movement, or the begin- 
ning of another relapse toward renewed 
depression. There are two considera- 
tions which might lead him to conclude 
that this decline may indeed be the be- 
ginning of another relapse. One of them 
is that we have never had a decline of 
this magnitude following peak produc- 
tion that did not continue on downward 
to depression. 

In addition it must be remembered 
that the processes of expansion and con- 
traction in business cycles are cumula- 


tive in nature. They are self-reinforcing, 


and when they have once gained either 
upward momentum or downward mo- 
mentum they tend to continue for some 
time as though impelled by an internal 
energy of their own, and without much 
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regard for the forces which originally 
set them in motion. The soundest rea- 
son for arguing that this decline may 
go a good deal further would be that 
it has already gone so far. 


It seems probable that if this decline 
is to be promptly checked, and produc- 
tion trends turned upward again, tlie 
reversal must result from some new 
powerful and positive force. Such «n 
upturn might come from a new wave 
of business confidence generated by a 
domestic political development. Per- 
haps a new upturn might be induced 
by large scale pump-priming. It migat 
come from suddenly increased war or- 
ders. There are other possibilities, but 
the likelihood remains that a new 
powerful and positive generating force 


would be needed. 


LaSalle Extension University 
Business Bulletin 


The recent decline in business activily 
has not greatly disturbed sentiment nor 
made businessmen lose their confidence 
in the future. The drop was widely an- 
ticipated and most executives were pre- 
pared for a reaction after the sharp rise. 
Even when the decline became rapid 
and extended farther than had been 
expected, the prevailing view among 
the best-informed executives has been 
that there is as yet no cause for alarm. 
Readjustments are being made more 
quickly than many persons thought pos- 
sible; and since the upturn was short, 
dislocations did not have time to be- 
come serious or far-reaching. 


Production in the last quarter of 1939 
was clearly in excess of consumption, 
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but the two now are being brought into 
balance rapidly. 

The fundamental situation has many 
elements of strength. The early and 
somewhat artificial wartime boom soon 
will be wiped out and business activity 
will be back to the pre-war level. Then 
the economic system will be in a good 
position to move ahead gradually and 
soundly, as it was doing when the out- 
break of the war interrupted the normal 
rate of progress. This appraisal of re- 
cent trends gives confidence for the 
future even though some additional re- 
cession is likely for several weeks. 

Another factor which adds to con- 
fidence is the understanding that sharp 
changes in a few of the heavy industries 
do not always reflect accurately the 
changes in the entire economic system. 
The production of non-durable goods 
fluctuates much less widely than that of 
durable goods. During the last three 
years, the index showing production of 
durable goods has ranged from 50 per 
cent of the 1923-25 average to 140 per 
cent, while that of non-durable goods 
has ranged from 92 to 120. 

The industries producing goods for 
current consumption constitute a sig- 
nificant part of our total business ac- 
tivity, and they continue at a relatively 
stable rate, while a few industries may 
be fluctuating widely. 

An additional fact which inspires 
confidence is that during the spurt in 
production, security prices and, with a 
few exceptions, commodity prices did 
not forge ahead rapidly. No drastic re- 
adjustments are needed in either group 
of prices; hence, the dislocation due to 
price changes is not likely to be a seri- 
ous handicap to business activity during 
the next few weeks. 

In many basic aspects, trade and in- 
dustry are in a good position to make 
significant gains. These may be of 
somewhat modest proportions because, 
apart from short-term fluctuations, the 
general trend has been upward since the 
spring of 1938. Two years frequently 
have been the limit of an upward move- 
ment, after which activity has declined 
or remained relatively stable for one 
year. 


PIONEER SPIRIT NEEDED 


WHERE is that pioneer spirit in which 
our predecessors in the banking pro- 
fession met and overcame every emer- 
gency confronting this country during 
the past 150 years? For seven years 
we have complained about the encroach- 
ment of Federal bureaus in the banking 
field. But every time a new issue of 
Government bonds is floated, we pay 
our subscriptions for more bonds than 
we can absorb. We vie with each other 
in putting our depositors’ money into 
the hands of the lending bureaus at 
Washington and thus misrepresent the 
amount of money awaiting investment. 
This is unfair to the Government, to 
ourselves, and to our depositors. 

We must prevent our banking system 
from falling into the hands of the con- 
centrationists or we shall bid farewell 
to the Federal Reserve, the Comp- 
troller’s Office, and the dual system of 
banking as represented by our state 
banks, and we shall soon find ourselves 
embarking upon still another sea of ex- 
perimentation. 

It is my sincere belief that this job 
can best be done by us, as in industry, 
if the basis of our economic system 
continues to be a free enterprise and 
private initiative. We must be prepared 
to play our part effectively because the 
soundness of the banking system can 
be fostered only by developing able 
bankers, not by detailed legislative and 
executive regulations, or by centraliz- 
ing the power over life and death of 
bankers and others in some divinely 
inspired bureau no matter where the 
throne of such a bureau may be lodged. 
It is not possible to legislate good bank- 
ers any more than it is possible to legis- 
late sound judgment. I believe that 
bankers of today are fully conscious of 
their responsibility, that they are 
socially-minded, and that they are ready 
to play their part in the advancement 
of our economic and social welfare.— 
Claude E. Bennett, President, Pennsyl- 
vania Bankers Association, and Presi- 
dent, Tioga County Savings and Trust 
Company, Wellsboro, Pa. 
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VIEWS 


Recent speeches given before national, regional or state groups—digested or 


excerpted for your convenience. 


ATTENTION TO FORMS AND METHODS PROFITABLE 


By L. W. BisHop 
Cashier, State-Planters Bank and Trust Company, Richmond, Va. 


HERE is an important and inter- 

esting job in banks, particularly 

in the larger ones, to study forms 
that come up for re-order. Every ledger 
sheet, signature ecard, passbook, collec- 
tion form, in short, every printed form 
should be subject to an analysis some- 
what like this: 

Can it be dispensed with? If not, 
«lo the people who use it have any sug- 
gestions as to its improvement? 

Can the auditing department or pur- 
chasing department or printer suggest 
improvements, keeping in mind not only 
the cost of the material itself, but the 
method by which that form can be de- 
vised to entail the smallest amount of 
labor in connection with its use? 

Can the time it will be retained be 
determined? This will have a bearing 
on the weight and rag content require- 
ments. 

Can the number of copies be reduced? 

Can the printed matter be reduced 
and simplified? 

Can the size of the form be reduced? 

Can it be printed in one color instead 
of two or more? 

These things may appear trivial, but 
they are vitally important, if you are 
interested in our opening adage, “A 
penny saved is a penny eerned,” and 
if you go along with us in the belief 
that this adage is as applicable to thou- 
sands of dollars, as it is to the lowly 
penny. 

For instance, let me cite the case of 
passbooks. It is a well-known fact that 


the average bank has a tremendous 
mortality of accounts, both savings an 
checking. It takes a lot of new bus - 
ness to net one permanent accoun'. 
Therefore, if your passbooks contain te. 
pages, for instance, the chances are that 
five or six would do just as well. Be- 
cause, as you can see, those closed av- 
counts are wasting a tremendous num- 
ber of unused pages and books that cost 
from five to ten cents each. 

Study should be given to determine 
whether this same principle can be ap- 
plied to every form that comes up for 
re-order. Obviously, it is a waste of 
money to use a large expensive form if 
a smaller inexpensive one will do the 
job. I speak on this score from per- 
sonal experience. Our printing and 
stationery bill has been reduced over 
50 per cent during the past six years, 
by following the principles suggested a 
moment ago. 

Let me remind you that forms and 
systems are only tools in the hands of 
those who must use them. I think I 
am safe in saying that there are hun- 
dreds of banks in the country which 
have failed utterly to recognize the new 
concept of banking brought about by 
vast economic and industrial changes. 
Many phases of bank operations and 
methods are as outmoded and archaic 
as the horse and buggy. Outstanding 
amongst these is the lack of intelligent 
study of how to get our people to use 
the forms and systems with which we 
supply them. For instance: 
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Do you know how many accounts 
your bookkeepers are now posting a 
minute? 

Do you know how many accounts 
they can post a minute? 


Are your systems so designed that 
each teller, the proof and transit depart- 
ment, bookkeepers and other depart- 
ments can settle independently of the 
other? 

What percentage of items coming into 
your bank is listed only once? 

There are many questions like these 
which must be asked and answered be- 
fore your operating problems can be 
intelligently solved. Have any of you 
attempted to answer the questions out- 
lined in the “Bank Survey Hand Book” 
recently put out by the National Bank 
Division of the American Bankers Asso- 
ciation? 

Often, we have wondered how the 


banking system appears through the 
eyes of the treasurer of a large na- 
tionally operating concern. On the first 
or second of the month he gets his bank 
statements from all over the United 
States. As he spreads them before him, 
he sees an assortment of statements, 
debit tickets, credit advices, notes, and 
a multiplicity of other forms, varying 
in size, color and description. Surely, 
he is astonished to see that there exist 
so many colors and qualities of paper. 
Further, he must be impressed by the 
fact that banks are required to purchase 
and maintain mechanical equipment 
which varies in the same proportion. 
How much simpler it would be for the 
banks and how much more convenient 
for the treasurer, if we could get to- 
gether and adopt uniformity and 
standardization along this one line!— 
From an address before the recent ABA 
Eastern Regional Conference. 


THRIFT EDUCATION AND SCHOOL SAVINGS IMPORTANT 


By Joun W. STUDEBAKER 
United States Commissioner of Education, Washington, D. C. 


HROUGH the contacts which school 

savings plans provide with the 

banking institution youngsters may 
be helped to learn about the important 
services rendered by banks and other 
financial institutions. School savings 
should serve as a spring-board for 
launching much instruction concerning 
modern economic society. Among other 
things it should help to make clear to 
coming citizens the importance of sav- 
ings as a method by which this nation 
has built up a fund of capital which has 
made more abundant production and 
consumption possible. This the child 
may dimly begin to perceive when he 
is induced to postpone immediate con- 
sumption of an attractive candy bar in 
order to save for the purchase of a tool 
of locomotion, such as the bicycle. 
Moreover, he has thus learned some- 
thing of self-control; something of the 
relation of means to ends; something 
of planning or foresight. And not the 
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least of his learning is that a pleasure 
deferred, and the personal discipline he 
undergoes for the sake of his larger 
purpose, bring a satisfaction which is 
uniquely human. 


My carefully considered opinion as 
an educator is that the schools have a 
definite and far-reaching obligation to 
teach the value of saving to young 
Americans. Schools have an _ oppor- 
tunity in codperation with the banks 
and bankers to provide the incentive 
and the methods to make this teaching 
realistic and practical. The possibilities 
of inflation, the economic effects of un- 
used capital accumulations, and other 
similar technical considerations should 
not distract us from the main ideas in 
plans for school savings; which are (1) 
that the habit of prudent saving, in 
whatever small amount, is one of the 
most valuable habits which young peo- 
ple can learn; (2) that banking insti- 


361 





tutions are service institutions, provid- 
ing a convenient and safe depository 
for savings; and (3) that banks per- 
form an indispensable economic service 
in thus pooling small savings for in- 
vestment in larger enterprises. Thrift 
in accumulating money is the keystone 
in the arch of our modern capitalistic 
structure. Bankers are conservators of 
our national habits of thrift, and, con- 
sequently, of our economic structure. A 
sound and complete program of con- 
sumer education will not fail to take 


account of these facts in a proper em- 
phasis on school training in money 
management. In so doing, teachers and 
school superintendents will be contrib- 
uting to the sound moral development 
of pupils and to the prosperity of the 
nation. They will be giving actuality 
to that injunction of Honest Abe Lin- 
coln who wisely said, “Teach economy 
—that is one of the first and highest of 
virtues; it begins with saving money.” — 
From an address before the ABA East- 


ern Regional Conference. 


MEETING BANK COMPETITION 


By MERRILL ANDERSON 
President, Merrill Anderson Company, New York, N. Y. 


HAT can you do to hold your 

own and go forward? 

Let me offer you these nine spe- 
cific suggestions which seem to me to 
have particular significance at this 
time: 


1. Decide whether you are going to 
“oo popular” or not. I mean by that, 
whether you want to go in for instal- 
ment loans, pay-as-you-go checking ac- 
counts, automobile financing, and simi- 
lar mass services. If you decide to go 
in, arrange your setup so that you can 
do as effective and professional a job 
of it as you do with your older serv- 
ices. Don’t go into it with an unwilling 
and sulky attitude, because that won’t 
get you either good will or profits. 


2. Cultivate your own primary field 
intensively and don’t worry too much 
about the territories that are just over 
the fence, which always look so much 
richer. Almost every bank has oppor- 
tunities close at home that will repay 
intensive cultivation, if done with the 
same intelligence and enthusiasm that 
we all put into poaching on our neigh- 
bors’ preserves. 


3. Somebody from your bank should 
“go down the line” in every business 
and industry you contact. It’s a fine 
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thing to know the president and treas- 
urer now, but what if one retires anc 
the other dies—as they do sooner or 
later? Whom else do you know there‘ 
What other types of desirable busines: 
are reachable now—not ten years fron 
now—through the junior executive, the 
technical men, the department heads? 


4. You must put your house in ordei 
before you can compete effectively. An 
important part of putting the house in 
order is to train your personnel along 
the proper lines, and keep them trained. 
Training isn’t something that can be 
done intensively once, and forgotten. 
It’s a perpetual affair. 

What is your bank’s attitude toward 
your local AIB chapter, if you have 
one? What is your personal attitude? 
Is it one of amiable but patronizing 
tolerance? The banks that I know of 
today that are doing the best work in 
holding the friendship of their custom- 
ers are banks which believe in the AIB 
to the extent of giving it not only their 
financial support but the supremely im- 
portant moral support of senior officers. 

5. You will find it worth while to 
select carefully the officer or employe 
who is to have charge of your adver- 
tising; to build up his authority by 
making it an absolute rule that all ad- 
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vertising solicitations must go through 
him; to give him an opportunity to de- 
velop his knowledge by letting him join 
the Financial Advertisers Association, 
for instance, and by visiting advertising 
agencies that specialize in bank work, 
or engraving shops, electrotypers and 
typographers. It will all be helpful to 
him in getting better results for you at 
proper cost. 

Advertising, as you know, is far from 
un exact science. But a well-planned 
advertising and new business program, 
individualized according to the needs 
of the bank, is as resultful as a sound 
-ales and advertising program is to 
business and industry. 


For 90 per cent of the banks in the 
‘ountry consistent newspaper advertis- 
ing can well be the backbone of new 
|usiness and public relations effort. The 
newspapers reach all groups at mini- 
iaum cost with a visual message. To 
reach special groups, direct mail is ex- 
ceedingly valuable. Radio, bus cards, 
vutdoor boards and other media are ex- 
cellent under special conditions. 


6. If you are in an agricultural area, 
iook into the subject of field warehous- 
ing. If, on the other hand, you are in 
a large industrial area, look into the 
esearch Advisory Service, which has 
the voluntary coéperation of eight hun- 
dred of the principal industrial research 
laboratories in technical schools and 
universities, in industry, and in trade 
associations. It enables the bank to 
serve as a clearing house for the an- 
swers to industrial research problems. 
And whatever size or type of community 
you serve, get all officers and employes 
to report to you every piece of news 
they see or hear that might affect one of 
your customers or prospects. Perhaps 
some valued customer has just bought 
out a smaller company. Stop by and 
congratulate him—or send him a letter. 
People like to get letters, and they like 
people that send them. Perhaps you 
receive a report that someone is going 
io open a new store in your town. What- 
ever you do in following it up, let the 
one in your bank who gave you the in- 
formation know what has happened. 


That gives him some satisfaction—lets 
him know he isn’t playing handball 
against a wall of putty. He will be 
on the watch for other items, because 
he knows from your report that they 
are of practical use to you. 

7. As you know, business and indus- 
trial corporations usually have a sales 
manual which gives complete data on 
products and their sales points—and 
the most effective way to approach 
prospects. This is invaluable in train- 
ing salesmen and keeping them trained. 
We have found that in certain cases a 
manual of this sort is extremely useful 
in the banking field. It is better to 
have each officer and employe in pos- 
session of all the selling material about 
the bank, carefully organized, than for 
each’ one to have his individual smat- 
tering of sales arguments. 

8. There has been quite a resurgence 
of interest in building and remodeling 
banking quarters. But there’s one other 
side of the bank that is in constant pub- 
lic view and needs improvement even 
more than buildings. I am thinking of 
checks, letterheads, customer statement 
forms, bank drafts, and other stationery 
that gets into customers’ hands. Does 
your bank win respect and good will 
through its checks and stationery, or is 
it fighting itself? Designing and pro- 
ducing checks and other bank supplies 
is a highly technical matter, which can- 
not successfully be turned over to a 
printer merely because he is a customer, 
or ordered in huge quantities merely 
because somebody gets a bargain, or 
run off in the basement merely because 
somebody bought a printing press. Any 
method that wil] give you quality at a 
price is good, but be sure it’s quality. 
Customers do notice the difference, 
whether they always tell you or not. Do 
you always tell your acquaintances 
when they look seedy? 

Point number 9—the last and most 
important—is this: if you feel that any 
of these points I have brought. out can 
be useful to you, do translate them into 
action!—From an address before the 


recent ABA Eastern Regional Confer- 
ence. 
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BANKING’S OPPORTUNITY 
By A. G. Brown 


Deputy Manager, American Bankers Association 


NDIVIDUAL banks, as never before, 
are eager to get over to the public 
their desire to meet the full and 

legitimate credit requirements of their 
communities. The public itself has re- 
newed confidence in banks and _ is 
anxious to see the resumption of normal 
credit relationships. There is a definite 
trend against further inroad of govern- 
ment in business; and it will be sus- 
tained as far as banking is concerned, 
in my judgment, only if bankers from 
the more than 10,000 country banks 
arise and, with the more than 60,000 
members of their boards, assume the 
aggressive leadership that farmers and 
small town business men want to see 
provided. A positive program, enun- 
ciated by the board of directors, should 
give a new opportunity for an effective 
appeal for public support. The insti- 
tution which makes its community believe 
that it is moving forward toward the 
requirement of full credit information 
for its use and for the assistance of the 
borrower will merit the active support 
of its people, who proudly will refer 
to their bank as a place where credit 
is granted on a sound and intelligent 
basis. The public will appreciate the 
courage of the bank in the enunciation 


of a program which states “increased 
loans at home” and “decreased outside 
investments.” The public will have faith 
in the institution that enunciates a loan- 
ing policy, believing, as it has a right 
to believe, that its board of directors 
is really going to “direct.” The public 
will be glad to meet all types of service 
charges based upon a sound understand. 
ing of operating costs, including fair 
salaries and wages to its personnel. The 
public will welcome the participation 0: 
the bank in such activities of public in 
terest as those sponsored by the exten- 
sion departments of the state argicul- 
tural colleges. The public, which com- 
prises the membership of such farm or. 
ganizations as the National Farm Loar 
Association, the Production Credit As- 
sociation, the American Farm Bureau. 
the Grange, and the Farmers’ Union 
will look with pride on the bank’s ac- 
knowledgment of the worthwhileness o/ 
such codperative enterprises. In fact. 
there is no institution which has a 
greater opportunity for public appea! 
and for securing public support than 
has the commercial bank, which deals 
in such personal and sacred interests as 
the savings and credits of its people.— 
From an address before the recent ABA 
Eastern Regional Conference. 


PUBLIC MUST BE EDUCATED TO SAVE 


By Harotp F. CLark 
Professor of Educational Economics, Columbia University, New York 


ODAY many people tell us that in 
order to increase economic welfare 


we must spend all we have. What 
would happen if everyone did begin to 
spend all of his income for consump- 
tion goods? What if saving did stop 
in the United States for a decade or 
two? 
Our capital plants would deteriorate, 
our railroads would run down, our 
manufacturing plants would wear out 
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and we would soon be back on a very 
much lower level of economic welfare. 
If this process were continued for a cen- 
tury or two we would be back almost 
to the level of a primitive self-contained 
agriculture. 

There are some people in the United 
States who think that the whole prob- 
lem of saving and spending will be 
solved when large incomes are abol- 
ished and only the small incomes re- 
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main, which presumably would be spent 
for consumption goods. There is one 
very great difficulty with this position. 
How would it provide for adequate 
plant expansion and for the building 
of the new industries that are required 
for economic growth and progress? 

Just for the sake of argument, let 
us push the case in the United States 
to the extreme. Let us assume that the 
income of the country is evenly divided 
among the approximately 50 million 
workers. If we assume an income of 
roughly $70,000,000,000, we have an 
average income of approximately 
+1,400. Let us further assume that you 
would need about 10 per cent of that 
for repair and replacement and upkeep 
of your total plant; and another 10 
per cent for growth, expansion and de- 
velopment of entirely new industries 
and occupations. In other words, a per- 
son receiving a $1.400 income would 
have to save $280 each year. How 
many people in the United States with 
$1,400 incomes are actually saving $280 
a year? 


Even if there were equal incomes you 
would be faced with the gigantic prob- 


lem of educating for thrift and saving. 
The person with the low income would 
have to save something or else this 
economy would go to pieces. You ob- 
viously do not change the matter a par- 
ticle by assuming that you will set up 
some kind of state organization which 
will make saving compulsory. In any 
conceivable technical industrial econ- 
omy, then, there must be a large amount 
of saving. 


You will never get the proper amount 
of saving at the proper time without 
a far more intelligent and economically 
literate citizenship than any country in 
the world has today. The most danger- 
ous suggestion for the long term eco- 
nomic welfare of the country that could 
be made is to stop the discussion and 
teaching of thrift. The topic must be 
discussed until the average citizen un- 
derstands the difficulties and complex- 
ities involved in obtaining the proper 
amount of saving and in seeing that it 
moves smoothly into new capital plants, 


new occupations and new industries.— 
From an address before the recent ABA 
Eastern Regional Conference. 
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THE IMPORTANT LEGISLATIVE 
JOB 


THE legislative task ahead is not pri- 
marily one of securing new legislation 
but is rather one of removing defects in 
present laws. And this does not mean 
repeal of the laws having a social or 
reform objective. Many of these laws 
are highly desirable and represent a 
distinctly forward step in bending demo- 
cratic institutions to meet the changing 
needs of a people. 

On the other hand, there are provi- 
sions in many laws that contribute noth- 
ing to social objective but do restrict, 
hamper, and make unnecessarily diffi- 
cult and hazardous the operation of 
business. The most important legisla- 
tive job that lies ahead—a job that 
should command the codperation and 
help of every banker and businessman 
—is to secure such modifications and 
revisions of present laws as will release 
the energies of private enterprise, as 
will inspire confidence in the future re- 
turn from the investment of capital and 
will assure business that it will not be 
victimized by punitive taxation, dic- 
tatorial control, or confiscation by gov- 
ernmental competition—From an ad- 
dress by A. L. M. Wiggins, President, 
Bank of Hartsville, Hartsville, S. C., be- 
fore the recent ABA Eastern Regional 
Conference. 


nt 


Our rulers will best promote the im- 
provement of the nation by strictly con- 
fining themselves to their own legitimate 
duties, by leaving capital to find its 
most lucrative course, commodities their 
fair price, industry and _ intelligence 
their natural reward, idleness and folly 
their natural punishment, by maintain- 
ing peace, by defending property, by 
diminishing the price of law, and by 
observing strict economy in every de- 
partment of the State. Let the Govern- 
ment do this—the people will assuredly 
do the rest.-Thomas Macaulay. 
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ADVERTISING and 
PUBLIC RELATIONS 


Recent developments in bank advertising and public relations work 


‘“Wake Up New Jersey’’ 


The Fidelity Union Trust Company, 
Newark, New Jersey, announces a new 
radio program over Station WAAT. 
Running from 7:00 to 7:30 every morn- 
ing, Monday through Saturday, this 


‘““EYE-CATCHERS”’ 


These bank ad heads caught our 
eye and made us read the ad. How 
about you? 


Ever Throw Money 
Out of the Window? 


—State-Planters Bank and Trust 


Company, Richmond, Va. 


Are Your Investments 

‘‘An Orphan Child’? When 

You Are Busy or Away? 
—Industrial Trust 


Providence, R. I. 


Company, 


But We Don’t Wear 

Grass Skirts in Ohio 

—The Huntington 
Bank, Columbus, O. 


National 


Imagine 90,000 Miles 
of Wall Paper! 


—Power City Trust Company, 
Niagara Falls, N. Y. 


Your Last ‘‘Love Letter’’ 
—Your Will 
—The National Bank of Com- 


merce and Trust Company, 
Providence, R. I. 


new program—“Wake Up New Jersey” 
—will bring listeners local, national 
and world news, New Jersey oddities, 
weather and time reports, and music. 


Time-Credit Chart 


In convenient blotter form, the Firs: 
Wisconsin National Bank, Milwaukee, 
is issuing a “Time-Credit Chart,” show- 
ing exact cost in dollars and cents of 
co-signer, single-signature, and auto- 
mobile loans. The chart is divided 
into two parts, one showing twelve 
month repayments, the other eighteen 
months. Separate columns show the 
cash amount received by the borrower, 
total cost of loan, total to be repaid, 
and amount of monthly repayments. 


Counterfeit Detection 


Leaflets containing helpful hints on 
how to detect counterfeit bills and coins, 
also cautions on cashing Government 
checks, were distributed by U. S. Secret 
Service Agent Frank A. Wood at the 
recent co-sponsord meeting of the Irv- 
ington Optimist Club and the Irvington 
National Bank, Irvington, New Jersey. 
An invitation was extended to local 
merchants, cashiers, bank tellers, and 
others whose duties require them to 
handle money, to attend the meeting. 
“Know Your Money,” a counterfeit- 
detection educational film, featured 
the program. 


Money Out the Window 
“Ever Throw Money Out the Win- 


dow?” is the intriguing head of a recent 
trust newspaper advertisement carried 
by the State-Planters Bank and Trust 
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Company, Richmond, Va. Copy reads: 

“That’s an absurd question, isn’t it? 
—especially since you have probably 
always made the avoidance of waste a 
habit. Even little things—like leaking 
water faucets or the burning of un- 
necessary electric lights—seldom escape 
your attention. 

“Yet, without realizing it, you may 
almost literally throw thousands of 
dollars ‘out of the window’—by failing 
to take advantage of the tax savings the 
law specifically allows in estate transfer 
arrangements. Every year beneficiaries 
are deprived of considerable sums of 
nioney because estate owners either did 
not know of the possible savings or put 
off the creation of up-to-date estate 
plans until too late. 


“Why not, then, make arrangements 
to protect your estate against the waste 
of unnecessary taxation? A few minutes 
of your time today—spent reviewing 
your plans with one of the trust officers 
of this seventy-five year old institution 
—-may mean many extra dollars to your 
family later on.” 


Unseen Forces 


An unusual note in safe deposit 
rental advertising was recently struck 
by The Cleveland Trust Company, 
Cleveland, Ohio, in a leaflet captioned 
“Bank Your Valuables.” In addition 
to the familiar hazards of burglary, 
fire, and misplacement, this folder lists 
“Fumes, Gases, Dampness.” Explana- 
tory copy suggests: “Unseen Forces— 
All about us are natural and man- 
made forces of destruction, working 
ceaselessly at exposed, unguarded pos- 
sessions.” 


Telling the Stockholders 


While not dealing specifically with 
banks, an article “Telling The Stock- 
holders,” by Dickson Hartwell, in the 
March, 1940, issue of The Public Opin- 
ion Quarterly is worth while public 
relations reading. The author urges that 
corporations employ reports to stock- 
holders as public relations devices to 
consolidate the corporation’s “first line 
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of defense”—the opinions of its stock- 
holders. Reports of leading corpora- 
tions are examined and criticized, and 
criteria for effective reports are sug- 
gested, 


Facts About Florida 


An interesting 18-page booklet re- 
cently issued by The Barnett National 
Bank of Jacksonville, Florida, is headed 
“Barnett’s Book of Facts About 
Florida.” Scores of short items regard- 
ing the state’s climate, resources, scen- 
ery and industries are given. For ex- 
ample: “Florida produces eighty per 
cent of the watermelon seed planted in 
the United States” . . . “There are 200 
different varieties of crops, fruits, nuts 
and vegetables grown in Florida and 
shipments out of the state average one 
car every 2 1/3 minutes, day and night, 
the year round”... “Florida, as a 
state, has no bonded indebtedness, and 
has no state income tax,” etc. 


Four pages of this booklet are de- 
voted to banking, under the following 
heads: “Why Banks Ask So Many 
Questions,” “Currency of Business,” 
“Commercial Paper,” “Measuring the 
Borrower,” “Costs Sometimes Over- 
looked by the Depositor,” and “The 
American Banking System—What It 
Means to You.” 


Report to the Public 
Captioned “A Report to the Public,” 


a recent newspaper advertisement of 
The Trust Company of Georgia—and 
Affiliated Banks, sets forth many inter- 
esting and educational facts. A fore- 
word explains: “For the opportunity 
given us of serving thousands of Georg- 
ians we are deeply appreciative. Our 
dealings with the public we regard as 
a public trust and accordingly present 
this record of our administration of that 
trust in 1939.” The number of. loans 
made, and a few typical purposes, are 
reported; growth in deposits is shown, 
and distribution of beneficiaries for 
whom these banks manage properties in 
trust. A column of short, pertinent 
facts regarding expenditures is given, 
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including: “$249,543.13 in taxes paid 
to Government, state, counties, and cities 
where banks are located” .. . “$38,- 
596.39 paid to Federal Deposit Insur- 
ance Corporation as insurance as- 
sessment” . . . “$655,413.04 spent for 
supplies, equipment—-other operating 
costs, except salaries—helping business 
in all sections of Georgia.” . . . “$560,- 
059.00 paid to over 1,300 stockholders 
in the six banks”. . . “$624,803.51 
paid in salaries, including 53 new em- 
ployes added in 1939,” etc. 


Checking Account Miracle 


A good public education piece, as 
well as a sales message for checking ac- 
count service, is contained in the March 
issue of the Journal, published by The 
Union and New Haven Trust Company, 
New Haven, Conn. The entire issue is 


devoted to “The Modern Miracle of 


Checking Service,” and the various time 
saving and protective phases of a check- 
ing account are stressed. For example: 
“The Policeman in Your Checking Ac- 
count,” “The Messenger in Your Check- 
ing Account,” “Your Checking Account 


as Treasurer,” “The Witness in Your 
Checking Account,” “An Introduction 
and a Source of Credit,” etc. A chart 
graphically illustrates the various de- 


A simple illustration and short copy 
gain reader interest for this news- 
paper advertisement of the Valley 
National Bank, Phoenix, Arizona. 


tails in handling a deposit or a with- 
drawal, and impresses upon the reader’s 
mind the extent of the service involved 
in a checking account. 


Industry’s Contributions 


In one of its series of newspaper ad- 
vertisements under the running head of 
“Industry’s Contributions to Better Liv- 
ing,” the Marshall & Ilsley Bank, Mil- 
waukee, Wis., shows how America has 
benefited from the system of individua! 
free enterprise in the instance of the 
radio. Illustrated are two radios—one, 
a “1923 typical radio, installation aver- 
age cost $275,” ihe other a “1940 mod- 
ern receiver, $75 and less.” Copy ex- 
plains: “Radio—America’s youngest 
industry (only about 18 years old} 
—has a notable record of achievemeni. 
Through costly research, radio manu- 
facturers have refined and improved 
their products to an astonishing degree 
—and provided these increased value: 
at substantially lowered prices to the 
public. . . . Radio is another instance 
of the greatest good to the greatest num- 
ber under the American system of indi- 
vidual free enterprise. 


“Financing the manufacture and dis- 
tribution of radios requires modern 
banking facilities. This bank partici- 
pates in this progressive industry with 
loans to radio and parts manufacturers, 
distributors, dealers and individual pur- 
chasers.” 


FHA Dinner 


More than 150 contractors and real- 
tors were the guests of The Bayside Na- 
tional Bank, Bayside, Queens Borough. 
New York City, at a recent FHA loan 
dinner. J. Wilson Dayton, president of 
the bank, told those present that the 
dinner was the first in a series to be 
tendered to business men by the bank. 
in an effort to stimulate activity in the 
renovation and remodeling of old 
homes and the construction of new ones. 
Rules and regulations governing the 
granting of the various types and classes 
of FHA-insured loans by approved lend- 
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ing institutions were explained in detail 
at the dinner. 


FAA-BACC Cooperation 


An unusual type of codperation be- 
tween trade associations has been an- 
nounced by the Financial Advertisers 
Association and the Bankers Association 
for Consumer Credit. The FAA, an or- 
ganization of the public relations execu- 
tives of the nation’s leading financial 
institutions, has long been engaged in 
the exchange of ideas among its mem- 
bers along the lines of advertising, pub- 
li. ity, salesmanship, employe and public 
relations. The BACC has operated simi- 
larly among its members in the manage- 
ment and operating technique in the 
extension of consumer credit. Effective 
immediately, the FAA is establishing 
a department on consumer credit ad- 
vertising and merchandising which will 
serve as the clearing house on such mat- 
ters for the BACC. Similarly, the 
BACC will serve as the clearing house 
on operating and management pro- 


cedure for the FAA. 


Kenton R. Cravens, vice-president of 


the Cleveland Trust Company and 
president of the BACC, and Stephen H. 
Fifield, vice-president of the Barnett 
National Bank of Jacksonville, and 
president of the FAA, have each ap- 
pointed three members of their respec- 
tive associations to serve as a liaison 
committee to facilitate this codperative 
effort. The FAA representatives will be 
I. I. Sperling, assistant vice-president of 
the Cleveland Trust Company, George 
Everett, assistant vice-president of the 
First Citizens Bank and Trust Company, 
Utica, N. Y., and Thomas J. Kiphart, 
director of public relations, Fifth Third 
Union Trust Company, Cincinnati. The 
BACC representatives are Swayne P. 
Goodenough, vice-president, Lincoln- 
Alliance Bank and Trust Company, 
Rochester; Lewis F. Gordon, assistant 
vice-president, Citizens & Southern Na- 
tional Bank, Atlanta; and Carl M. 
Flora, assistant vice-president, First 
Wisconsin National Bank, Milwaukee. 


‘‘Own-a-Home Savings Clubs’’ 


Stimulation of home ownership by 
starting people to save for down pay- 
ments three to five years ahead of build- 
ing time is planned by a group of co- 
operative banks and savings and loan 
associations, according to Fermor S. 
Cannon, second vice-president of the 
United States Savings and Loan League. 
These programs, which will be spon- 
sored by the individual codperative 
banks and savings and loan associations 
with advertising and planning aid from 
the national organization, are especially 
designed for the small home owner who 
has most difficulty in offering sufficient 
down payment to any financing institu- 
tion when he desires to start home 
ownership. Percentage of down pay- 
ment to the total anticipated cost of the 
home which the prospect will aim to 
save will depend on local conditions in 
the particular coéperative bank or sav- 
ings and loan association dealt with. 


In 1940 as Always... 
Mobilizing Money 
to Win a te 
New Earnings if 


are SW, 


A manufacturing plant is running at top speed. 


Raw matonals and parts are being purchased in large quanutics. 
New machinery is being installed. Payroll is at a peak. 


But the finished products will not bring payment to the manu- 
facturer for another four moechs, during seasonal buying market. 


In the meantime, his credit aceds are supplicd by a bank loan 
consisting of the accumulated earnings deposited by thousands 
of other business men and individuals, and carefully loaned for 
just such needs by a great commercial bank, familiar with the 
financial problems of local industries. 


Big business . .. lietle business ... the man at the desk and the 
man in the factory ... know that their city's great commercial 
bank is an all-important cog in the closely-meshed gears of 
production, proft and personal progress. 


The Cleveland Crust Company 


Remarces Over $400,008000 + Largest Volume of Commercial Deposits in Ohio 


One of a series of newspaper adver- 
tisements being carried by The Cleve- 
land Trust Company, Cleveland, Ohio, 
impressing upon readers the integral 
part played by banking in the eco- 
nomic life of the nation. 
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BRIEFS 


Items of interest from many sources—condensed for quick reading 


N. Y. Labor Law Exemption 


By a vote of 29 to 4 the New York 
State Senate has approved a bill intro- 
duced by Senator William F. Condon, 
calling for exemption of bank employes 
from provisions of the State Labor Re- 
lations Act. Exemptions previously had 
been extended to employes of the state 
and its political and civil subdivisions 
or other agencies thereof, and to em- 
ployes of charitable, educational or re- 
ligious associations or corporations. 

Senator Condon called attention to 
the necessity of banks having complete 
control over those in their employ if 
trust and confidence in banks is to be 
properly maintained, and stressed the 
point that, because of the highly trained 
character of its personnel, a bank should 
not be subject to the demands of a labor 
union in choosing its employes. 


**Travel Dollar’? Proposed 


Thomas D. Green, president of the 
American Hotel Association, has come 
forward with the suggestion that the 
United States Treasury mint a “travel 
dollar” in honor of what is expected to 
be the biggest industry in the country 
this year—the travel industry. Mr. 
Green estimates that $6,000,000,000 will 
be spent on travel in 1940, and mem- 
bers of the association feel that a 
“travel dollar” may be an added incen- 
tive to “see America” this year. 


Savings and Loan High 


Increasing their volume of loans 24 
per cent over 1938, the codperative 
banks and savings and loan associations 
in 1939 reached a nine-year high with 


370 


the disbursement of $986,383,000, ac- 
cording to a survey just completed by 
the United States Savings and Loan 
League. This is nearly $100,000,000 
more than was loaned in 1931, the nexi 
highest year of the past nine, and is 
126.7 per cent larger than the lowes! 
depression year. 


Capital-Deposit Ratio Up 


At the beginning of deposit insur- 
ance, according to Chairman Leo T. 
Crowley of the FDIC, only 65 per cen: 
of the banks not members of the Fed- 
eral Reserve System that applied for in 
surance had a net capital equal to 1( 
per cent or more of deposits. In 193° 
about 87 per cent of the banks fell into 
this category. Banks with a net capi- 
tal of from 5 to 10 per cent of deposits 
constituted 15 per cent of the banks in 
1933-34, and 13 per cent in 1939. 


More Dividend Payers 


Stocks listed on the New York Stock 
Exchange yielded cash dividends 
amounting to $2,154,940,257 during 
1939, enough money to provide ap- 
proximately $30 for every individual in 
the United States more than 21 years 
of age, according to an article in the 
March issue of The Exchange. Accord- 
ing to this article: 

“A slightly larger number of listed 
common stocks paid dividends last year 
than in 1938. A total of 486, or 59.1 
per cent, out of 823 common issues 
listed paid dividends in 1938, while 504. 
or 61.1 per cent, out of 825 listed is- 
sues paid cash dividends in 1939. There 
were more dividend payers in 1939 than 
in any other year since 1930, with the 
one exception of 1937. 
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“The industrial groups showing the 
highest 1939 yields (based on the aver- 
age market value of all common stocks 
in the group) were as follows: garment 
manufacturers, 9.5 per cent; finance, 
7 per cent; automobile industry, 6.6 per 
cent; U. S. companies operating abroad, 
0.1 per cent; leather and boot manu- 
facturers, 5.7 per cent; tobacco indus- 
try, 5.7 per cent; public utilities, 5.6 
per cent; and the mining industry, 5.5 
per cent.” 


Proposed NLRA Changes 


Four proposed changes in the Labor 
elations Act have received the ap- 
roval of the membership of the Cham- 
her of Commerce of the United States. 
These changes call for the incorpora- 
tion of the following principles: 

(1) An employer should be required 
to bargain with any labor organization 
only as representative of employes who 
are members and who individually have 
given express authority to the organiza- 
tion to bargain for them respecting 
terms and conditions of their employ- 
ment. 


(2) The protection of the act should 
be withdrawn from employes so long as 
they continue in a position violating the 
terms of agreements at which they have 
arrived through collective bargaining 
and the benefits of which they have ac- 
cepted. 

(3) The act should be extended to 
cover unfair labor practices on the part 
of employes, their representatives and 
any persons acting for any labor or- 
ganization. 

(4) There should be placed in the 
act direct, certain, and _ substantial 
standards for clear definition of the ex- 
tent to which an employer is to be en- 
gaged in interstate commerce before he 
becomes subject to the act. 


World’s 150 Largest Banks 


With deposits at a new year-end high 
of $6,760,861,000, the Federal Reserve 
Bank of New York is the largest bank 
in the English-speaking world, accord- 
ing to the fourteenth edition of “The 


Deposit Liabilities of One Hundred and 
Fifty of the Largest American, British, 
Colonial and Dominion Banks,” a 
brochure annually compiled and just 
released by California Bank, Los 
Angeles. 

The Chase National Bank, New York, 
with deposits of $2,803,730,326 is 
second, followed by the National City 
Bank of New York with deposits of 
$2,331,257,944, The Guaranty Trust 
Company of New York with deposits 
of $2,088,427,346, and Midland Bank 
Ltd. of London with deposits of $1,- 
965,854,034. The combined total de- 
posits of $63,140,511,202 for all banks 
in the brochure exceeds, by almost ten 
per cent, the former all-time peak of 
$57,484,604,686 in the 1939 issue, and 
by 88 per cent the depression low point 
of $33,523,082,172 in the 1933 issue. 

In the ten year period since the 
January 1, 1930 issue, the 150 largest 
commercial banks throughout the United 
States and Great Britain have gained 
over $20,000,000,000 and the average 
deposits per bank has increased from 
$282,000,000 to $421,000,000. 


Public Favors Saturday Closing 


Bank customers of New York 
State favor Saturday closing of 
banks throughout the year by a 
vote of five to one, it was revealed 
by a recent survey conducted by 
the Public Relations Committee of 
the New York State Bankers Asso- 
ciation. The total vote of legisla- 
tion requiring Saturday closing of 
banks throughout the state was 
29,548, and the total opposed was 
6,200. 

Answers to a _ questionnaire 
which was distributed to the mem- 
bers of the New York State Bank- 
ers Association show that a total 
of 368 banks oppose Saturday 
closing throughout the year, 
whereas 303 are in favor of the 


holiday. 
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Convention Dates 


NATIONAL 

April 21-21—American Bankers Associa- 
tion Executive Council Spring Meeting, 
The Homestead, Hot Springs, Va. 

April 28-May 1—Association of Reserve 
City Bankers, Hot Springs, Va. 

May 8-10—National Association of Mutual 
Savings Banks, Hotel Statler, Boston, 
Mass. 

May 23-25—-National Safe Deposit Advis- 
ory Council, Hotel Statler, Boston, Mass. 

May 27-29—American Industrial Bankers 
Association, 1940 Institute, Wardman 
Park Hotel, Washington, D. C. 

June 3-7—American Institute of Banking, 
Hotel Statler, Boston, Mass. 

June 17-29—Graduate School of Banking, 
Rutgers University, New Brunswick, New 
Jersey. 

September 18-20—National Association of 
Supervisors of State Banks, Richmond, 
Va. 

September 22-26—American Bankers Asso- 
ciation, Atlantic City, N. J. 

October 16-19—National Association of 
Bank Auditors and Comptrollers, St. 
Louis, Mo. 

October 28-30—Financial Advertisers As- 
sociation, The Homestead, Hot Springs, 
Virginia. 

Strate aNnD REGIONAL 

April 11-12—Georgia Bankers Association, 
Bon Air Hotel, Augusta, Ga. 

April 15-16—Louisiana Bankers Association, 
Shreveport, La. 

April 18-20—National Association of Bank 
Auditors and Comptrollers, Eastern Re- 
gional Conference, Emerson Hotel, Balti- 
more, Md. 

May 2-3—Oklahoma Bankers Association, 
Tulsa, Okla. 

May 4—Oklahoma American Institute of 
Banking, Tulsa, Okla. 

May 6-8—Missouri Bankers Association, 
Hotel Muehlebach, Kansas City, Mo. 

May 7%-8—Tennessee Bankers Association, 
Memphis, Tenn. 

May 8-10—Kansas Bankers Association, 
Wichita, Kan. 


May 9-10—North Carolina Bankers Asso- 
ciation, Carolina Hotel, Pinehurst, N. C. 

May 13-15—Mississippi Bankers Association, 
Buena Vista Hotel, Biloxi, Miss. 

May 15-16—Indiana Bankers Association, 
Claypool Hotel, Indianapolis, Ind. 


May 15-16—South Dakota Bankers Asso- 
ciation, Lincoln Hotel, Watertown, S. D. 


May 16-17—Alabama Bankers Association, 
Hotel Tutwiler, Birmingham, Ala. 

May 16-17—Arkansas Bankers Association, 
Arlington Hotel, Hot Springs, Arkansas, 


May 17-18—New Mexico Bankers Associa- 
tion, Hilton Hotel, Albuquerque, N. M. 


May 17-18—National Association of Bank 
Auditors and Comptrollers Regional Con- 
ference, Minneapolis, Minn. 

May 21-23—Texas Bankers Association, 
Buccaneer Hotel, Galveston, Tex. 

May 22-23—Ohio Bankers Association, 
Hotel Deshler-Wallick, Columbus, Ohio. 


May 22-24—California Bankers Association, 
Hotel Del Monte, Del Monte, California. 
May 22-24—Pennsylvania Bankers Associ:- 
tion, Hotel Traymore, Atlantic City, N. J. 
May 23-25—Massachusetts Bankers Assi- 


ciation, New Ocean House, Swampsco't, 
Mass. 


May 23-25—New Jersey Bankers Associa- 
tion, The Ambassador Hotel, Atlantic 
City, N. J. 

May 23-25—Virginia Bankers Association, 
Hotel Roanoke, Roanoke, Va. 

May 28-29—Illinois Bankers Association, 
Palmer House, Chicago, Il. 

June 3-4—South Carolina Bankers Associa- 
tion, Ocean Forest Hotel, Myrtle Beach, 
S. C. 

June 3-5—Iowa Bankers Association. 

June 5—New Jersey Savings Banks Asso- 


ciation, Montclair Golf Club, Verona, “ 


N. J. 


June 5-7—Minnesota Bankers Association, 
Minneapolis, Minn. 

June 5-9—District of Columbia Bankers 
Association, The Homestead, Hot Springs, 
Va. 

June 6-8—West Virginia Bankers Associa- 
tion, Greenbrier Hotel, White Sulphur 
Springs, W. Va. 

June 7-8—New Hampshire Bankers Con- 
ference, Dartmouth College, Hanover, 
N. H. 

June 7-8—Utah Bankers Association Eccles 
Hotel, Logan, Utah. 

June 7-8—Wyoming Bankers Association, 
Carter Hotel, Thermopolis, Wyoming. 
June 10-11—Idaho Bankers Association, 
Bozanta Tavern, Hayden Lake, Idaho. 
June 10-11—New York State Bankers Asso- 

ciation, Syracuse, N. Y. 

June 10-14—Virginia Bankers Conference, 

University of Virginia, Charlottesville, V2. 
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